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e Pre-Trial Ruling 


No. 17 


UNITED STATES DISTRICT COURT 


DISTRICT OF CONNECTICUT 


SCM CORPORATION 


V. ; CIVIL NO, 15,807 


PRE-TRIAI RULING NO, 17 


Plaintiff SCM has moved pursuant to Rule 37, Fed, 


'R. Civ. P., for an order compelling responses to numerous 


| interrogatories, deposition questions, and document requests; 

| defendant Xerox claims the attorney-client privilege. The 

| assertion of sated tans arises in several different contexts, 

| Xerox-Rank Organisation Negotiations 

The first context concerns negotiations between 

| Xerox and its joint venturer, The Rank Organisation [Rank], 

| in 1968-69, SCM seeks to require Xerox personnel to disclose 

|what they discussed during those negotiations. At that time 
Xerox and Rank each had a 50% interest in the joint venture, 

| and were negotiating Xerox's acquisition of voting and man- 

agerial control. The parties appear to assume that the sub- 

stance of the statements by Xerox personnel were sufficiently 

related to the obtaining of legal advice to be protected by 

the attorney-client privilege. The issue is whether the 

privilege was lost because of the discussions held with Rank 

sereeene’ ta which that information was revealed, This 


requires consideration of whether Rank and Xerox had 
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«ee 


fe * , 
i im, Ye 


sufficiently common interests in the subject of the otherwise 


easy 


| privileged information to warrant maintaining the privilege, 

' 

jor whether the disclosure to Rank defeated the requirement of 

eet rey — 
It is apparent from the affidavit of C. Peter E 

| mecovoush: then Chief Executive Officer and President of 


Xerox, that the statements claimed to be privileged consist 


becomes how Rank was interested in those pibatnsesetini he 
Xerox has not established that the discussions with Rank 
revolved around the possibility of shared exposure to anti- 
trust liability. Instead, it appears that Rank was only SST 
indirectly concerned with Xerox's antitrust posture in that 
Xerox was a joint venturer, As McColough testified, the 


meetings and statements discussed “legal considerations 


affecting Xerox as they related or as they might relate to 


spi. s 


the matters being negotiated,"" McColough Deposition, Tr. 
& & P ? 


3 antitrust analysis by Xerox's attorneys, The key question 
2251-52 (May 1, 1975). Rank's interest in the negotiations 


ee 
——. 
> 


does not appear to be that of a potential co-defendant in a 


pessible antitrust action, Rather, it was negotiating the 
H 
price for relinquishing voting and managerial control in 


( 


| Rank-Xerox to its formerly equal partner, On that issue the 
parties were not commonly interested, but adverse, negotiating 
at arm's length a business transaction between themselves, ee 
‘ . : a 
The differing business interests of Xerox and Rank eR 
are apparent from the course of the 1968-69 negotiations. The 


communications in question took place during protracted 
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: 
negotiations between joint venturers, but were not directed o.. 
ae 
at advancing the joint interest vis-a-vis the rest of the 
iworld, Instead the parties were negotiating a business 
| proposition between themselves, That the overall profitability 
of the joint enterprise was a general consideration in which Ee 
both parties’ interests converged does not lessen the aie: 
cance of their divergent interests. Their interests regarding | 
antitrust considerations were not sufficiently common to | nen 
* bers 
or tee 
justify extending the protection of the attorney-client pare 
ae 
privilege to their discussions, McColough is, therefore, 
instructed to answer the four questions asked of him and now 
in dispute. McColough Deposition, Tr. 2240, 2252-54 (May 1, sas 
1975). wwe 
_ prose aa 
The cases relied upon by Xerox are distinguishable. 
In Continental Oil Co. v. United States, 330 F.2d 347 (9th 
Cir. 1964), the exchange of information about grant jury 
questioning occurred among potential co-defendants. In ip 
La 
& f 
Hunydee v. United States, 355 F.2d 183 (9th Cir, 1965), the - 
| pre-indictment conference was held to apprise each defendant | re 
of the other's situation and intended plea, The court treated | = 
Fee, 
: c= 
the exchange as intended to facilitate representation in the : 
ae 
coming proceedings and apparently considered the matters of 
e 
common interest to predominate over the adversity between the 
interests of the parties, The impending indictment of both ao 
Be 
parties as participants in the same illegal transaction a Oe 
presented a situation that justified applying the privilege 
to conversations with their attorneys at a conference between 
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them, as if they were co-defendants. The interests of Xerox 


and Rank do not approach that level of common defense, 


In Stanley Works v. Haeger Potteries, Inc., 51 F.R.D.! 


551 (N.D. Ill. 1964), and Burlington Industries v. Exxon Corp., 


a ee 


65 F.R.D. 26 (D. Md. 1974), courts considered the parties’ 
interests in joint licensing programs sufficiently in common 
to justify protecting communications between the interested 
parties in preparation for trials in which their common busi- 
ness interests were involved. 


Each of the protected communications in cases cited 


| by Xerox was an instance in which the parties were involved in 


or anticipating litigation. The privilege need not be limited 


to legal consultations between corporations in litigation 
situations, however. Corporations should be encouraged to 
seek legal advice in planning their affairs to avoid litiga- 
tion as well as in pursuing it. The timing and setting of 
the communications are important indicators of the measure of 
common interest; the shared interest necessary to justify 
extending the privilege to encompass inter-corporate 
communications appears most clearly in cases of co-defendants 
and impending litigations but is not necessarily limited to 


those situations.— 


Xerox-Battelle Antitrust Discussions 


Xerox asserted the attorney-client privilege when 
Sol M. Linowitz, former Xerox counsel and former member of its 


Board of Directors, was asked about a discussion he had with 


i Battelle executives on the subject of antitrust. Xerox and 


| 
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ahs 


Battelle may be considered to have shared sufficiently common 
| interests in the exploitation of certain xerography patents 
so that the attorney-client privilege would appropriately 


apply and protect their joint discussions on topics of common 


interest. Cf. In re Yarn Processing Patent Litigation, 177 


| U.S.P.Q. 514 (S.D. Fla. 1973); Burlington Industries v. Exxon 


Corp., supra; Stanley Works v. Haeger Potteries, Inc., supra. 


But their individual postures relevant to the antitrust dis- 
cussions in point are undefined, In order for the Court to 
make an informed determination, Linowitz is directed to submit 
to the Court for its in camera inspection his affidavit 
setting forth his best recollection of conversations he had 
with John Gray and John Crout, Battelle executives, in which 
antitrust matters were discussed during the period prior to 
the 1956 Xerox-Battelle agreement. See Linowitz Deposition, 
Tr. 421 (Oct. 10, 1975). This recounting of what each man 
said should assist the Court in determining whether the 
interests of their respective companies were sufficiently in 
common with regard to the particular issues discussed to 
justify application of the privilege. 

The deposition question asked of Linowitz on July 2, 
1974, at page 193 concerning the Rochester meeting should be 
eee The dieeinuton between Joseph Wilson and Linowitz 
of Xerox and Crout of Battelle recounted discussions that had 
taken place before the first Xerox-Battelle agreement. There 


has been no showing of common interest, or of legal consulta- 


tion at that discussion, While the question was not renewed 


ne eed 
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in all its parts at the time of the deposition, SCM has 


pressed it on this motion, Since the claim of pilvilege is 


denied, the question should be answered, Linowitz Deposition, 


(Tr. 193 (July 2, 1974). 


The Patent Committee 


A related area of dispute is the applicability of 


the privilege to the committee of Xerox and Battelle repre- 


sentatives that considered the xerography patent structure, 


|'While all work of the committee is not necessarily privileged, | 


the requisite common interest to satisfy the confidentiality 


aspect of the privilege appears to have been present on the 
subject of the development of xerographic technology and 
|related patent rights, Chester Carlson, Battelle, and Xerox 
shared a business interest in the successful exploitation of 
certain jakenty A caine the legal advice was focused on 
pending litigation or on developing a patent program that 
would afford maximum protection, the privilege should not be 
| denied when the common interest is clear. Cf, 8 Wigmore 

§ 2294 (McNaughton rev. 1961). In this setting of joint 
analysis and cooperative study, the three parties' common 


interests in patent protection predominated.) Cf. In re Yarn 
| 


| Processing Patent Litigation, supra; Burlington Industries v. 


Exxon Corp., supra; Stanley Works v. Haeger Potteries, Inc., 


supra, The Court has examined the excised portions of the Sota 
Battelle memorandum requested during the deposition of Dr. pitiedaaall 
John H, Dessauer on October 25, 1974, at page 380, and found 


them to concern litigation and patent matters, They remain 


f 


: 
| 
| 
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protected, The letter from Linowitz to Frank Steinhilper, 


| both Xerox attorneys, does not lose its privileged character 
t 
J because it requested preparation of a presentation to be 


! 
| shared with Battelle, nor because of the reference to the 


opinion of Carlson, PX 336A, The question asked of Dr. 


Dessauer on October 30, 1974, at page 19, calling for an 


\ 


evaluation of basic patent protection asks for legal advice 


and need not be answered,~ 
Patent Information 

Xerox resists SCM's document request, Dessauer 
Deposition, Tr. 48 (Nov. 1, 1974), by asserting the attorney- 
client privilege but has failed to establish that the docu- 
ments represent or reveal confidential communications from 
client to attorney. On the contrary, the documents are 
memoranda prepared by attorneys in the Xerox patent depart- 
wie Ralabate Affidavit 3. They contain much public 
information (patent numbers, holders, dates of application 
and issuance), brief descriptions of the patents, and what 
Xerox characterizes as legal opinions regarding patent 
applicability, The public information is not protected. See 
United States v. Silverman, 430 F.2d 106, 121-22 (2d Cir. 
1970); United States v. United Shoe Machinery Corp., 89 F. 
Supp. 357, 359 (D. Mass, 1950). The technical information is 
probably discoverable as facts within the knowledge of Xerox, 


See City of Philadelphia v, Westinghouse Elec, Corp., 205 


F. Supp. 830, 831 (E.D. Pa. 1962), Legal departments are not 


citadels in which public, business or technical information 


oes wim 5 


| ig 


may be placed to defeat discovery and thereby ensure con- 
fidentiality. See Natta v. Zletz, 418 F,2d 633, 637-38 (7th 


Cir. 1969). Whatever legal judgments are contained in the 


‘documents would merit protection, if at all, as work product, 


not by application of the attorney-client privilege. Hickman 
| 


I" Taylor, 329 U.S. 495, 508 (1947). 


l 

| ‘Xerox's alternative claim to work product protectior 
fails for another reason, Only PS 22049 and PS 91380 are 
specifically claimed to have been prepared in anticipation of 
litigation, Xerox Memorandum p, 165, and examination of the 
‘other documents does not reveal any basis from which to infer 
that they were sufficiently connected to litigation to merit 


protection, While some authority exists for broadly constru- 


Wire Corp. v. Imoco-Gateway Corp., 62 F.R.D. 454 (.D. Ti, 


ing how far litigation may be anticipated, see Sylgab Steel & 
eae American Optical Corp. v. Medtronic, Inc., 56 F.R.D. 


1426 (D. Mass. 1972); Stix Products, Inc. v. United Merchants 
Manufacturing, Inc., 47 F.R.D. 334 (S.D.N.Y. 1969), no decisis 
| has stretched the concept to the extent requested here, A 
specific claim must have arisen to make the prospect of 


: 
litigation identifiable in order for the work product rule to 


| apply. See Sylgab Steel & Wire Corp. v. Imoco-Gateway Corp., 


supra; Abel Investment Co. v. United States, 53 F.R.D. 485 


(D, Neb. 1971); Technograph, Inc. v. Texas Instruments, Inc, 


ancl anand 


43 F.R.D. 416 (S.D.N.Y. 1967). 


Xerox has failed to establish the strict applic- 


| ability of either the attorney-client privilege or the work 


—_— 
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aQe 


i 
| Product doctrine. Nevertheless, this Court retains some 
hesitancy about forcing counsel to hand over documents con- 
j cerning its patents to a party opponent, Cf. Hickman v. 

| taylor, 329 U.S. 495, 510 (1947). On this motion, the balance | 
| between discovery policies and hesitancy to unlock an adversary 
"attorney's file will be struck in favor of disclosure, Here 
| the requested documents reveal lists of patents and their 

eer uses according to Xerox's patent department, Were 


ho simply a patent case such discovery might not be allowed 


because, in listing patents, the lawyer's implicit judgments 


this antitrust action the detail of the material to be dis- 


| 
| as to coverage might be significant, But in the context of 
closed may be probative without any regard to a lawyer's 


will be important will be whether SCM can establish that Xerox | 


| retained a large number of unused patents. No claim to pro- 


| 


judgment as to the coverage of any particular patent, What 
' tection having been sustained, the documents submitted in 


esr to this discovery motion and so far discussed should 
| be produced to SCM, 
| 


PS 22049 and PS 91380 are claimed to have been pre- 


| pared in connection with a 1970 patent infringement suit. 
| once having been work product, these documents do not auto- 


| matically lose that protection in subsequent litigation. 


; Duplan Corp. v. Moulinage et Retorderie de Chavanoz, 487 F.2d 
ce (4th Cir. 1973); see Republic Gear Co, v. Borg-Warner 
| Corp., 381 F.2d 551, 557 (2d Cir. 1967); cf. Midland Invest- 


ti 
| ment Co, v. Van Alstyne, Noel & Co., 50 F.R.D. 134 (S.D.N.Y. 
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1973). It is not clear whether the series of patent infringe- 
iment suits filed by Xerox against IBM has been concluded or 
U 


| whether the underlying dispute has been settled, So, while 
| 


this antitrust action was not the litigation "viewed" by tly) 


attorneys preparing these papers, the legal opinions and facts 


| 
| 
| 
| 
| 


| contained therein may remain protected as work product. 


| Compare Republic Gear Co. v. Borg-Warner Corp., Supra, with 
}! 


fatale o> NO AIuentn ne Na ae 


1 
| Duplan Corp, v. Moulinage et Retorderie de Chavanoz, 509 F.2d 


| these specific materials, nor any undue hardship in being 
| sete to obtain substantially equivalent information. Fed, R. 
ctv, P, 26(b) (3). 

| The interrogatories present somewhat different 
‘Speen Interrogatory 62 asks for (a) identification of 
each patent used in Xerox duplicators and (b) identification 
of each presently pending patent application, It is uncon- 


tested that from the 1950's until approximately January, 1972 


when a change in policy was implemented, Xerox had affixed 


data plates to its machines either listing the patents used 
! 
or representing that a list of patents used in that machine 


;would be supplied upon request, That policy and the rein- 


forcing testimony of Linowitz establish that such patent 


information was not intended to be kept confidential during 
that time period, and it is not now protected, Xerox should 
| answer interrogatory 62{a) as it relates to models that bore 


such legends, See 8 Wigmore, supra, § 2311. 


7 & 
«il- 

| Xerox need not express its opinions as to which 
bike were used in its machines after January, 1972, when a 
| change in its policy of disclosure was implemented, nor as to 
f 


duplicators that never carried a legend promising disclosure, 


tion before the change in policy did not include the listing 


i of patents pending, and there is no indication that Xerox ever 
U 

ee to make public its opinions concerning which pending 
| patents were employed in its products, That information need 


| requests not simply duplicative of the document discovery 


would require Xerox to formulate opinions not required to 


> be disclosed now. These aspects of the interrogatory 


particularize any of its own claims, It is also the type of 
burdensome trial preparation that Xerox need not undertake 


for SCM, especially in light of the document discovery being 


| | 
. responses to third-party requests for patent informa- | 


ee eae 


|granted, See Pre-Trial Ruling No, 12 at 3 (May 29, 1975). 


————————————— 


Similarly, interrogatory 63 need not be answered -- it concerns 
| Rank-Xerox and Fuji-Xerox duplicators, 


| Inquiry into Reasons for Decisions and State of Mind 


In this group of questions the issue is whether SCM 
1 

| may ask for reasons underlying particular decisions or actions 

| hes the answer will reveal legal advice received and thereby 


disclose a privileged conversation between client and attorney, 


Communications by the attorney to the client in the consulta- 


tion process are privileged when they state or imply facts 


communicated to the attorney in confidence. See United States 


|v. Silverman, supra, 430 F.2d at 122, The claims to privilege 


| 
| 


| 
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by Xerox executives will not be circumvented by framing the z 

| question to request reasons for a decision when there is every 

| indication that those reasons are limited to reliance on 


ea 


| protected legal advice, It is true that a client's knowledge 
| 
I os facts may not be cloaked under the attorney-client privilege “xe 


by incorporating a statement of those facts in a communication 


i to the attorney. But privileged advice does not lose its 


i] 

| protection when the client adopts it. To allow a litigant to 

| < 
| 

| the legal advice because the client takes that advice to 


|tection of the privilege, For this reason when a deponent 


| Probe beyond the assertion of privilege to the substance of fos 
| heart and acts upon it would effectively circumvent the pro- | 
| | 
| | 


on 
| answered a question about his reasons by saying that he was ave 
| nd 


only relying on his attorney's legal advice, that answer is a 


| 
i 
sufficient response. Dessauer Deposition, Tr, 71 (Dec, 5, | 
1974); Linowitz Deposition, Tr. 568 (Nov. 25, 1974). | 


Along the same lines, when SCM asked for considera- 


| state of mind, and the response clearly indicated that the 


|tions or asked questions to elicit what it characterizes as a 
| 
| 
‘pasa was relying on legal advice, the attorney-client 


privilege will apply. McColough Deposition, Tr. 922 (June 26, 


: 
1974), 967 (Sept. 20, 1974), 1648 (Dec, 20, 1974); Dessauer 
5 
‘Srvc Tr, 19 @et,. SG, 1974) = 


eee 


A related problem arises with respect to a group of 
deposition questions asking McColough for the reasons or con~ oAwe 
siderations involved in decisions to grant or refuse licenses; 


ithe responded that the business and legal reasons were so 


then 
} . Ee. 
| particular course of action, See Simon, The Attorney-Client | eal 
its least | i 
i eect 
| privitege as Applied to Corporations, 65 Yale L.J. 953, 955-56 | 
| (1956); cf. City of Philadelphia v, Westinghouse Elec, Corp., | 
| supra, : 
| ee 
| McColough has stated that he was concerned with both; fs: 
i business and legal aspects of the licensing decisions, Since | 
| | 
| McColough was unable to separate these aspects he is ordered 
| 
| to answer the eight questions listed below in an affidavit to | Sin 
| be submitted for in camera inspection and describe the deci- — 
| fe — 
| sionmaking process so that the Court may determine whether the 
| ' 
| business considerations are the type of “relevant nonlegal | 
| considerations" incidental to legal consultation referred to | 
| Nanene oe : | & 
| by Judge Wyzanski in United States v, United Shoe Machinery | 
|Corp., supra, McColough Deposition, Tr. 251 (June 18, 1974), | _ 
| 
| 1494, 1496-97, 1504-05 (Dec. 19, 1974), 1663 (Dec, 20, 1974), | 
| 1783 (Mar, 3, 1975), 1819, 1827 (Mar. 4, 1975). 
| 
! Finally, the four questions asked to elicit the 
| 
| evaluation of business interests affected by the eventual | 
| ay 
mae of the basic Carlson patents should be answered, | 
| Dessauer Deposition, Tr. 370 (ct. 25, 1974), 71 (ct. 31, | ee 
| ! a 
|1974); Linowitz Deposition, Tr, 525, 527 (Nov, 25, 1974). | os 
| — 
ex those business interests might ultimately be influenced 
‘ 
| by the strictures of law, basic business effects, considera- | 
tions, and policy should be disclosed, The substance of a. 
a 
sae 
particular legal advice is not ordered to be revealed; patent ES 


or antitrust advice from counsel may remain \.-disclosed, 
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Communications Between Executives” 
ee ee OS aT 
This group of questions involves communications 


between Xerox executives, A privileged communication should 


not lose its protection if an executive relays legal advice 


ne a aa 


to another who shares responsibility for the subject matter 


iunderlying the consultation, See Sylgab Steel & Wire Corp. v. 


| Imoco-Gateway Corp., supra, 62 F.R.D. at 456; United States v,. 
Aluminum Company of America, 193 F. Supp. 251, 253 (N.D.N.Y. 

1960). 
lto consider it lost when top management personnel discuss 
Dr. Dessauer's claim to 


| legal advice, For this reason 


| 

peens on Novem! -r 1, 1974, page 58, is sustained, 

| As previously discussed, however, business factors 
| relevant to a corporate decision are not entitled 


inform the legal advice, When the ultimate corporate decision 


| uniess they are merely incidental considerations helping to 

| 

| is based on both a business policy and a legal evaluation, the 
| business aspects of the decision are not protected because 
legal considerations are also involved, 

| Dr. Dessauer was asked a series of questions about 

| ene discussions that led to his vote authorizing the acquisi- 
| Dessauer Deposition, Tr. 
/89 1, 20, 90 (Apr. 23, 1975). Were the discussions intended 
lto communicate confidential legal considerations, he would 
possess a valid claim to privilege since his testimony was 
that no business reasons for the purchase were shared with 
him that he could recall, 


See id, et 88 1, 5, 90, 1. 19, 91 


Lh. Li. 


Since those legal considerations appear to have been 


| 


It would be an unnecessary restriction of the privilege 


| 
| 
| 


| 


to protection 


| 
| 
| 
| 


ma 


Sa 


. 
\ ” 1 6- 
a 
he 
| shared with Rank, however, the requisite confidentiality is cS 
= 
| lacking, and Dr, Dessauer is directed to answer the ques tions.” 
McColough's conversations with Wilson about potential 
| future antitrust problems took place against a background | es 
| | i 
oe, 
| suggesting that they were discussing the recent recommendation ro 


of their corporate counsel concerning licensing policy and 


| 


| 
| 
| 


| antitrust implications. A discussion between executives of 


| Legal advice should be privileged, McColough Deposition, Tr. 
934 (Sept. 20, 1974). Similarly when McColough was asked what | 


he knew and what Wilson had said about the scope of patent 


coverage and he answered that everything he and Wilson knew 
U 
i 
a Xerox's patent coverage came from its lawyers, the 


| privilege attached, Id, 1730-32 (Mar, 3, 1975). That 


i 
settles would not extend blanket protection over Wilson's 
— evaluations of the best way to proceed as an entez- 


prise, however, Conversations between executives about the 


| company's business policies are not protected, See United 


| States v. International Business Machines Corp,, 66 F.R.D, 


| 206, 210 (S.D.N.Y. 1974), 
| 


| 


—E a patent infringement suit on IBM's marketing efforts, 


ong was asked on June 19, 1974, at page 319, 


whether there had been any discussions of the impact of 


The process leading to the decision whether to sue or not is 
the type of decisionmaking process that requires the best 
informed recomr-ndation of counsel and the fullest cooperation | 


of the client. Still, discussions separate from substantive 


me considerations that eventually feed into the corporate 


t A 
. 
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decision and are directed at the possibility of securing a 
| business advantage should not be protected, The question 
i should be answered, 

Linowitz was asked a series of questions about dis- 
pnvee with Wilson concerning the readjustmenc of the 
| Ravok~Battalie relationship. Linowitz's claim to privilege 
ee only to substantive legal discussions not shared with 


it 


1 

| 

oman Linowitz Deposition, Tr. 447 (Oct. 10, 1974). 

| is hard to see how the value Xerox placed on the rights to 


s 


| 
j fuenre technology developed by Battelle could be considered 
| eetvithess 


since that value must have been a subject of 
 oteotiation with Battelle, The question asked of Linowitz on 
| October 10, 1974, at — 460, should be answered, The 

| question asked of him on November 25, 1974, at page 532, is 
oe 


| 
Dr. Dessauer asserted the privilege when asked 


| whether he had ever recommended that Xerox act to prevent 

l 

| another company from becoming a competitor. Dessauer Deposi- 
| tion, Tr. 72-74 (Dec. 5, 1974). In order to resolve the claim 


of privilege, Dr. Dessauer should submit for in camera inspec- 


tion. his affidavit setting forth the circumstances of any 


discussion in which ne made such a recommendation, with whom 
fags was speaking, and what he said, 

Waiver 

1 

In PX 89, a letter from Linowitz to Wilson reporting 


a meeting with an IBM executive and a discussion of licensing, 


12 lines have been excised that contain legal evaluations by 
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othe 
Ey 
Linowitz. McColough Deposition, Tr. 959 (Sept. 20, 1974). Se 
ae claims that PX 212 disclwuses the substance of Linowitz's 
| advice and vitiates the protection otherwise attaching to that 
j statement, Xerox argues that the crucial sentence in PX 212 yas 
eg left in it through inadvertence, Xerox points to the ae 
ee that the initial production of the document to the FIC 
| aia not include the critical reference. Xerox's affidavits | 
imply that after documents were screened for production to the | ie 
FTC they were thereafter simply copied en masse and not aS 
examined again for privileged information, If that was the | ue 
“N case, the somewhat troublesome claim of inadvertence will be 
accepted and the claim to privilege sustained, If the docu- | oc 
ments were, in fact, individually screened for privileged Sa 
material before being forwarded to Litton, IBM, and SCM, the 
repeated inclusion of the statement would not be easily 
excused, On the state of the affidavits as they now stand, 
the claim of inadvertence is upheld and no waiver established. 
gio atten McColough need not answer the questions asked on 
i 
ices 26, 1974, at page 869, and on September 20, 1974, at 
page 957, of his deposition. — 
n~- 
SCM's waiver argument is stronger concerning the ated: 
Cole memorandum, McColough Deposition, Tr. 986 (Sept. 20, 
: 1974). Recent testimony, Linowitz Deposition, Tr, 10-12 
(Nov. 18, 1975), reveals that much of the substance of Whitney -—. 2.8 
mac 
North Seymour's advice concerning IBM's licensing request, st 


the subject of the memorandum, was shared with IBM, The dis-~- 


|) closure goes to the substance and strategy of Seymour's 


22S A Oh AO 6 OT A HE en sm ses 


a hd ae 


| 


ii Ga 


| easyees and is sufficient to constitute a waiver of the 

| section of the Cole memorandum entitled IBM, at 3-4. McColough 
; should also answer the related question asked of him on June 

/ 26, 1974, at pages 867-68. 


| Dr. Dessauer's colloquy with counsel concerning 


| 
! 
| whether he believed Xerox could take advantage of the patent 


lL xeseus and the impact of antitrust laws did not waive any 
\ 

| attorney-client privilege. Dessauer Deposition, Tr. 25-26 
! 
| 


(Apr. 23, 1975). He merely testified that Xerox retained 


eee ne EN 


counsel and endeavored to follow his legal advice, The sub- 


eee of those legal consultations may remain privileged, 
| Dessauer Deposition, Tr. 30 (Apr. 23, 1975). 
| SCM asks, on the ground of waiver, that McColough 


be instructed to answer a question about Wilson's statements 


! 
| 
concerning the scope and extent of Xerox's patent coverage. 
pes the factual predicate for this conclusion, SCM recites 
| numerous public statements by Xerox executives, These state- | 
| ments are general, vague, and conclusory. In substance they | 


reveal that Xerox thought patents important to its business, 


if 
ll that Xerox held hundreds of patents, and that Xerox considered 


} | 
| seseie to be successfully pursuing a powerful patent PORTE MOGs | 
{| i 
| These self-interested characterizations may have had some | 


aan relations benefit, but they hardly amount to a waiver, 


See Bose Corp, v. Linear Design Labs, Inc., 71 Civ, (3103 


| (S.D.N.Y. Mar. 10, 1975). 
SCM also urges waiver based on certain disclosures 


i that Xerox claims were inadvertently made during extensive 


® 


Ou 
| document production, On the basis of the Xerox affidavits, 
| the inadvertence is sufficiently established to preclude the 
| use of these disclosures as grounds for waiver, The claim to ! 
| privilege is sustained, and related questions need not be a 
answered, McColough Deposition, Tr. 1730 (Mar. 3, 1975). | Bo 
| The claim of waiver because of Wilson's letter to | 
| William Call, PX 370, stating that the whole Electrofax | 
| development was dominated by basic xerographic patent pro- pe 
tection, is denied, Linowitz Deposition, Tr. 715 (Jan. 4; | ice 
\— 
| 1975). While more specific than the other statements of Xerox | 
executives, this disclosure does not rise to the level t | 
which fairness would demand that the privilege cease, See | er" 
Wigmore, supra, § 2327, Finally, SCM's claims of waiver as | ww 
to infringement of Xerox patents are also denied, McColough 
Deposition, Tr. 251 (June 18, 1974), 1648 (Dec. 20, 1974). 
The Court expects that the decisions expressed in 
| this ruling will provide sufficient guidance to the parties : 
to enable them to resolve any remaining disputes as to the he 
availability of the attorney-client privilege. Obviously 
resort to the Court every time a deposition question encounters ey 
: yal 
a claim of privilege is impractical. If hereafter an issue Kets 
| of privilege arises in a context reasonably governed by this 
: ruling, and a party either asserts the privilege or claims 
its unavailability in contravention of the decisions in this tie 
ruling, significant sanctions will be imposed, ee 


Dated at New Haven, Connecticut, this K day of 


February, 1976, Pa 


Jon 0, Newman : 
United States District Judge 


om —— 
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FOOTNOTES 


1/ Note, Waiver of Attorney-Client Privilege on 


Inter-Attorney Exchange of Information, 63 Yale L.J. 1030, 
1035 (1954). 


—————— 


| Multiple Party Situations, 8 Colum, J.L. & Soc. Prob. 179, 
oh (1972). 


| 
2/ See Note, The Attorney-Client Privilege in 


3/ See Inquiry into Reasons for Decisions and State | 
i af Mind, infra. 


The following question asked what Dr, Dessauer 
considered to be the "technical advantage." Dessauer Deposi- 
tion, Tr. 19 11. 9-20 (Oct. 30, 1974), That question appears 
to be directed at business considerations, e.g., an evaluation 
of products with those of competitors. Dr. Dessauer did dis- | 
lcuss that question later in his deposition testimony, Id, at 
| 32-34, Dr. Dessauer should have also answered the earlier | 

question now in dispute and is directed to do so. | 


4/ This discussion is particularly concerned with 
PS 91130, PS 91378, PS 1741, PS 21189, PS 90299, PS 91459, 
and PS 91465. 


Other documents submitted for in camera inspec-~ 
tion involve requests from third parties for lists of patents | 
promised by legends on certain Xercx machines and Xerox | 
internal communications in preparing its responses. PS 296, 
PS 101387, PS 101390, PS 101391, PS 101392, PS 101393. The | 

| 


internal documents were circulated between Xerox patent 
attorneys and the office of its general counsel, Legal 
opinions regarding patent coverage contained in these documents 
were ultimately revealed to the third parties and confiden- 
tiality thereby relinquished, The other content of the docu- 
ments merely reveals the mechanics of responding to the inter- 
corporate inquiry and does not merit the protection of the. 
privilege. : 


5/ It is apparent that the response to the question 
lasked Dr. Dessauer on April 23, 1975, at 29-30, would encounter 
\ same claim, reliance on legal advice, 


| 6/ Xerox has withdrawn its claims to privilege for 
the documents requested at Dr. Dessauer's deposition on 
October 30, 1974, at page 67, and February 12, 1975, at page 
94, 
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7/ Ordinarily he would only have to answer a 
question asking his reasons for voting in a particular way as 
a director by revealing his business reasons, Dessauer 
Deposition, Tr. 89 1, 5 (Apr. 23, 1975). Here his reasons — 
| should also include the legal considerations that were shared 
| with Rank dur: 1g negotiations. 
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PRE-TRIST. RULING NO, 19 


is Kuling, prcwpted by Xerox's mation for recen- 
sideration of certain aspects of Pre-TIrial Ruling No. 17, 
concerns pricarily the availability of the attorney-client 
privilege to protect disclosure of cocusents prepared by 
attorneys in Merox's patent department. Xerox asserts priavi- 
lege on the ground that these docusents include legal opini 
£ its patent attorneys concerning the coverage ‘of particular 
wachines by specified patents. Whether reccnsiceration can 


| 
| 
‘ 
~ 
| 
| 


produce the clarification Xerox seeks is in scute doubt, but 


since the issue arises in a field plagues by vague anJ often 


inconsistent judicial cecisicns, it may be uscful to attexpt 
a@ further discussion of the problesa. 

1. An initial question is whether che priviiege 
protects all advice from attomey to client, or only advice 
that roveals (by adoption or implication) a fact coeamicated 
in conficence by the client to the attorney. The narrow 
position was set torth with emphatic precision by Judge 


Wyzanski fa his oft-cited opinion in United States v. United 
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stranyers (c) for the pyrpuse of securing primarily either 


(4) an upinion on law or (ii) legal services or (Ahi) acsist- 
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633, 637 (24 Cix. 1962); United States v. International "sasi- 


Sec 


ce § 93 (1954). 


ton, protecting any legal advice 
from atineney co client, if 


supported by Lean Wigzore, & 


Wigmore, =v 


etated in sore 
692-93 (l0th Cf 
Inc., 56 F.R.U, 426, “30 (D, Mass, 1972) (alternate holding). 


Other decisions such as Jac’ Winter, In 


noting, whether or not the advice was based on a fact comcuni- 


cated by the client, That the advice wey actually based on 


such a fact scems likely in some of these cases, Indeed, the 


ALCOA ruling states the broader rule but specifically cltes 
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ments to be shown by the party asserting the privilege.” Ic. 


' ‘ e » 
' 
This split in authority is furch eexpliecated by j 
“wo dec Cirenit. In Georgia-Pacific Fives’ 
‘ 
Cau Wa 1 Coro., 18 FR. 463 (S.0.8.¥. | 
' 
°F r . ’ 
1956), then Districe Jude uiran quoted ce Wezansxi's 
formulation of the narrow siandard and then observed, "Since 


er 


cozsunications by the attornsy to the client aight reveal the 
substance of a client's centunication they are also within 


the privilese." Id. ac 464, Again, the statement of a 


broader mila covsled wich ciration to the narrower 


standard is perpiexins. I think dt unlikely that Judge 
Kaufean intended ty abrogate the limitation contained in 


i¢ is not cleer 


rclates to a fact 


disclosed to him by che client, the privilesne should apply to 
fuard ayainse the risk of revealing client confidences, That 
approach vould sinply case the client's burden of 


thac the priviler: applies 


In United States v. Siivercan, 430 F.2d 106 


1970), the issue war the relatively easy one of whether the 


privilege protected against disclosure at trial of an attor- 


ney'S report to a clicnt union that disclosed sinutes of a 
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66 F.R.D. 

the paragraph had 

rested entirely on lack < 
that the paragraph was cclet 


heeause it waa an incorrect 


Court may have been concerned that the deletes 
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describing attorney's advice as unprivileges waless it has 


the effect of revealing clicnt conficcnees, stated the 
standard tee strictly; advice that risks cisclesure of client 


confidences is entitled to protection, even under the 


a ee 


cw vee 


- 


a RE EE EE eens 2 


TE EEE ET EEE OT TT ST 


standard. 


lywood Corn,, supra, Nereover, the Silvercan opinion, even aa 


;, eited with approval the Court's prior decision in 
Colten v. United States, ra, which supports the narrceud 
star ? 

One other source Jicance” sid be notec, Tie 
Federal Rules of Evidence, a 
Suprese Court, containg ad 


(1972). The proposed rule would have protected any con- 
fidentinl ceurrcunication from attormey to client “sede fer the 
yurjose of Cacilitacing ¢ rendition of professional iczs) 
services to the client.” Inc«plicably the Advisory Conzittce' 


Note dves not discuss the two lines of authority on thi 
point, nor even mention the choice isplicitly rade, While 
the proposed rules, coven to t extent rejected by Cengress, 


sre $oze cvicence of “the principles of the commen 
leu" 7 t. ” on" » ~ 
law’ that are te govern privilege questions arising under 


claims founded on federal 
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Fike Seu oe ak 
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accept proposed rule 503(b) as 
authoritative, especially in view of the total ab 


reasoned explanation fros the draftera for resolving an 
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docvcents. Indeed, Xerox's contention is that patent coursel 
were giving, not receiving, lepzal advice. hith the atcomey~ 
these 


client privilese not available Co protect 
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they are properly 
having been accorded in Free 
tf 


documents prepared with an cye to litigation.™ 
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also seeks reconsideration of the ruling that 


ufficient showing of a shared exposure of 
canisation to 
Xerox-Rank negetiations to justify 
advice piven to Xerox offic 
officials as sufficiently confideatial to 
To bolstes 3 m, Kerox has now takes 
uwhusual step of {tting ex parte for the 


inssection 2 ffidavit {roa counsel for Reonk 


This is not a situation ehere a court 


the contents as to 
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stter to be submitted for in comera jaspection so | 
_ 
establish circucstances to demonstrate that deposition | 
! 

questions need not be answered because they call for allegedly, 
privileged answers. Furthermore, SCM contends there is sicply 
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no rcason why Xerox shculd be permitted to relitigate the 


point with a late sub=issicn that could have been produced 
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UNITED STATES DISTRICT COURT i 
| 


DISTRICT OF CONNECTICUT 


SCM CORPORATION 
v. : CIVIL NO. 15,807 


XEROX CORPORATION 
PRE-TRIAL RULING NO, 21 


Xerox has sought an amendment to Pre-Trial Rulings 
Nos, 17 and 19 to include the determinations necessary 
provide for interlocutory appeal pursuant to 28 U.S.C. 


§ 1292(b) of two rulings contained therein, The first require 


neys in its patent department as to the scope of various 
patents, The second requires Xerox officials to answer 
deposition questions concerning negotiations between Xerox and 
the Rank Organisation, 

Interlocutory appeals of discovery rulings have been 
rejected by the Second and other Circuits, even when rtifi- 
cation was made under § 1292(b). See Atlantic City | Electrical 
Co, v. General Electric Co., 337 F,2d 844 (2d Cir. 1964); 
United States v. Woodbury, 263 F,2d 784 (9th Cir. 1959), See 
also McSparran v. Bethlehem-Cuba Iron Mines Co., 26 F.R.D. 


OR 


619 (E.D. Pa, 1960) (certification denied), Review has been 


\ 

| 

| 

| 

| 

| 
Xerox to produce documents containing the opinions of attor- 
| 
granted where the availability of deposition testimony was | 
| 

' 


thought pertinent to a motion to disriiss, Garner v, Wolfin- 


430 F.2d 1093 (Sth Cir. 1970). and where a district 


bargzer. 


. 


judge announced, without precedent, ie doctrine that the 
attorney-client privi lege is unavai lable to corporations. 
Radiant Burners, Inc, v. American Gas Association, 320 F.. 


314 (7th Cir, 1963). 


I do not believe the 7o rulings challenged by Xerox | 


are appropriate for certification for interlocutory review, 


Neither ruling concerns a matter such that "an immediate 


appeal fromthe order may mat erially advance the ultimate 
termination of the litigation" as required by § 1292(b). 
Reversal of either ruling would not eliminate a party, end 
litigation of a particular claim, nor otherwise spare the 


litigants any significant aspect of the trial. Despite 


, 


Xerox's attempt to fragment the first ruling into four issues, 


it poses the single question of whether an attorney's opinion 


| 


is privileged when it demonstrably does not reveal con- 


fidential communications from the client. While Pre-Trial 


Rulings Nos. 17 and 19 note some authority for the view that 


all attorney advice is privileged regardless of whether it 


reveals client confidences, such views have not been adopted 


in the Second Circuit, which appears to adhere to the narrower 


Judge Wyzanski's it Inited States v. United 


formulation of 


Shoe Mach, Corp., 89 F, Supp. 357 


v. United States, 306 F.2d 633 (2d Cir, 1962). Differing 


1/ Xerox misapprehends Pre-Trial Ruling N 19 concerning 
attorney's advice not communicated to the client, So long as 
disclosure of that advice wi 1ld reveal confi ti 

, tt is privilcgec > if con 


: r clien j c 
mo to the file. , See Pre-Trial R ing No, 19 a 


j 
| 
4 
{ 
| 
views outside the circuit have been thought not to sat fy 
1 
i 
the test of § 1292(d). Berger v. United State 1/0 } Supp. 
Lb 
| 
795 (S8.D.N.Y¥. 1959). | 
The second challenged ruling involves no ct trolling 
| 
issue of law, but solely a qué tion of whether adequ te facts 
i] 
ha‘ been presented to sactisty } legal standard not disputed i 
by the parties, Legal advice, if pri leged, does not los 
i 
protection from disclosure when cor inicated to tho with a 
sufficient common interest in the advice, Aerox has failed 
| 
to demonstrate that this standard was met in the conte xt of 
the Xerox-Rank negotiations, When the issue was first sub 
; 
mitted for decision, no facts other than the existence of the | 
| 
| 
joint venture supported this claim, After Pre-Trial Ruling | 
No. 1/7 Xerox submitted an affidavit of Rank counsel which } 
, ’ 1 
was found in Pre-Trial Ruling No. 19 to be a insufficient | 
basis for concluding that Rank wa jointly interested in 
| 
* | 
. . ‘ . . . ' 
whatever legal advice Xerox cor unicated during the negoti- | 
| 
’ a steal bs 
ations to alter the Xerox Rank joint venture, NOW ACTOX 
alleges that an adequate showing was “implicit" in a paragraph) 
} 
of the attorney's affidavit, Xerox also discounts the 
| 
significance of McColough's statement that "légal conside: 
i 
tions affect ing, Xerox" were discussed by point Log out that no | 
one asked McColough at his deposition whether Rank wa | 


affected, It is not for this 


. ' ‘ , 
in an attorney's affidavit, n 
would say if asked a particu 

ample opportunity to submit af 


Court to divine what is implicit} 
r to assume what a deponent \ 
r qi ion, Xero | 
| 

} 

‘ ‘ \ 
fidavit ( the Rank attorney, j 
1 

| 

i 

i 

| 

| 

j 

| 


McCol 1, OF anyone else to demonstrate explicitly that the 
i nt interest Cest was met in the context ef the Kerox~-Rank 
negotiations, Theres simply been a failure of proof, 
| 
Thi litigation is in its third year, and a time- 
, ' 
| 
+ 
table for trial preparation and trial will shortly be issued, 
4 
‘ * “ q 
interlocutory review at this time would cause a substantial 
delay which I do not believe is warranted, There is, hovever, | 
| 
: | 
one clai that might justify interlocutory review. This i 
i 
concerns the deletion of a concluding paragraph from the | 
i 
Court of App Lis’ pines in United St ite Vv. Silverman 430 
? 
F,2d 106 (2d Cir, 1970), discussed in Pre-Trial Ruling No, iia 
oa : wn ; 
While I do not believe § 1292(b) certification is warranted 


iiverman and the deletion, it is of course 


finality whether that 


than I have given it, Xerox | 


to afford it an oppor- 


for a writ of mandamus 


certification is denied, See Harper & Row 


Publi hers, Inc, Vv. Decker, 423 F.2d 487 (7th Cir. 1970). 
| 
| 
Accordingly, the motion to amend Pre+Trial Rulings i 
Nos, 1/7 and 19 to include certification pursuant to 28 U.S.C | 
| 
§ 1292(b) is denied, those Rulings, insofar as they concern | 
| 
tl itter challenewed by Xer im it @pplication for amend- ' 
& y re 
ment, are stayed wntil March 26 to permit Xerox to seek ; | 
i 
| 
ede in for writ f Tale ! f th tay from the 
Court of Appeal and, in the event mandamus is denied, the 
‘ , + ’ 


deadlines 


in Pre-Trial Ruling No, 19, concerning the matters 


| meme ae enema 
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UNLTED STATES DISTRICT COURT 


DISTRICY OF CONNECTICUT 


SCM CORPORATLON 
Vv. : CIVIL NO. 15,807 


XEROX CORPORATION 


The following order is hereby substituted for 
protective order entered on January 8, 1974: 

1. “Confidential information" as used herein means 
any type or classification of information which is designated 
as "Confidential" by cither SCH or Xerox whether revealed 
during a deposition, in a document, in an interrogatory answer 
or otherwise, and which contains a trade secret or other 
sonfidential research, development, or commercial information 

party making the confidential designation. Infonaation 

designated by a party as “confidential information" 

revealed by that party or any other person. There 
shall be three categories o£ such information: "R&D" embodying 


‘or referring to technology, "Technical" pertaining to patents, 


licensing and other matters relating to technology not “RED,” 


to ofhér subjects. 
2. (a) With respect to R&D Confidential Information,| 
i"gualified persons" means: (i) outside counsel of record 
in the preparation for trial of this action for the 


|parties, including asseciale allorneys and stenographic and 


clerical employees assisting such counsel, and (ii) experts 


not employed by, consultants 
I y Y> 


to ox otherwise aifiliated with, 


the receiving pz or other manufacturers or sellers of 


rey 


copying-duplicating, equipment who are assisting counsel in the 
ge 1 & 1 > i & 


preparation of this action for trial. 


(b) With respect to Technical Confidential] 
Information, "qualified persons" means (i) outside counsel 
record engaged in the preparation for trial of this action 


the partics, including 


associate attorneys and stenographic 


and clerical employces assisting such counsel, (ii) in-house 


i , be . Ape 
| including stenographic and clerical employees assisting such 


. * 


| 
| 
| 
counscl engaged in the preparation for trial of this action 
| counsel, and (iii) experts not employed by, consultants to or 
: otherwise affiliated with, the receiving party or other manu- 
facturers or sellers of copying-duplicating equipment who are 
; assisting counsel in the preparation of this action for trial. 
(c) With respect to Non-Technical Confidential 
i Information, "qualified persons" means (i) outside counsel of 
| the parties, including associate attorneys and stenographic and 
clerical employees assisting such cowmsel, (ii) in-house 


counsel engaged in the preparation for trial of this action 


including stcnographic and clerical cmployees assisting such 


otherwise affiliated with, the receiving party or other manu- 


facturers or sellers of copying-duplicatiug equipment who are 


ypivee a diese ody SAN eee Sao PROT 
1soLeating cuunsel in the preparation of this action for tri: 


: record engaged in the preparation for trial of this action for 
; 
| 


counsel, and (iii) experts not employed by, consultants to or 
> l t J > 


(d) Court reporters may be included as qualified 
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sous with respect to all catcgories of confidential inforna- 
tion upon agreement of the parties. 

3. Any confidential infonratioi supplied in written 
or docunentary Loma whether by a party or any other person 
shall promptly be labeled by the party claiming coufidentiality 

desigaation "[Party's Mane) [Lechnical, R&D or Non- 
Technical] Confidential." When confidential inforination is 
incorporated in a deposition transcript, arrangement shall be 
| made with the reporter by the party claiming confidentiality 
to bind the reporter by the party claining confidentiality to 
bind the confidential portions of the transcript separately 
and label it "[Party's Name] [Tecchnical, R&D or Non-Technical] 
Confidential." 

4. Subject to the provisions of Paragraph 11, any 
information designated confidential information shall be made 
ll available only to qualified persons who shall have read this 
Order and who shall agree to be beund by the terms thereof and 

agree to maintai. sai’ information in confidence and 
not to use or reveal t- sane to anyone other than a qualificd 
' person in the same category of information and not to use the 
|same except in connection with the trial or preparation for 

rrhol wd 

closure beyond the terms of this Order prior to trial if the 
;party claiming confidentiality consents in writing to such 
‘disclosure, or if the party secking such disclosure, upon 


‘notice, receives the approval of the Court. 


t 


~tpn 


5. All documents containing confidential informatioa 


which ave filed with the Court shall be filed in sealed 


~ 


{ 
\ 
| 
' 
cavelopes or other appropriate sealed containers oa which shall 
be cndorsed the titel of the action to which it pertains, an° 
indgeation of the nature of the contents of such sealed 
cnvelope or other container, the word "CONFIDENTIAL" and a 
statement substantially in the following form: 
"This envelope is sealed pursuant to order 
of the Court and contains confidential 
information filed in this case by [name of 
party] and is not to be opened or the 
contents thereof to be displayed or revealed 
except by order of the Court or pursuant to 
stipulation of both parties to this action." 
Said envelope or container shall not be opened without further 
order of the Court except by counsel of record and in-house 


counsel who shall return the document to the Clerk in a scaled 


envelope or container. 


6. <All documents containing R&D Confidential Inforna- 


tion and Non-Technical Confidential Information and notes or 
other records regarding the contents thereof, shall be main- 
tained in the custody of outside counsel receiving such infor- 
mation and no partial or complete copies thereof shall be 
retained by anyone else on that side of the case at any other 
locatian than the offices of outside counsel except whan being 


used by experts in connection with this case, unless otherwise 


| 
authorized by stipulation of the parties or by order of the We 
v 
Court. 
7. ‘The xvequirements of paragraph 4 shall be satis- 
Lod tlh gdsnevel to esch expert and court reporter and, in 1 


- 


rn 


~ 


s) Confidential Information, cach attorucy 
of record (ane each stenoj;raphic and clerical 
employee assisting them), only upon their agrecucat in writing 
to be bound by the terms of this stipulation prior to their 


receipt of confidential information in the folloving forn: 


"T hereby acknowledge that I [name], 
[position of employment] am about to 


receive confidential information supplied 

by [ ]}. I certify my understandings , 
£ 
m ' 


that such information is to be provided to 
ine¢ pursuant to the terms and restrictions 
of the Court Order of [date] in [Civil 
Action No. and Name of Action] and that 
I have been given a copy of and have read 
said Order and agree to be bound by the 
ters thereof. TI understand that such 
information and any copies 1 make of any 
documentary material containing confiden- 
tial infomation or any notes or other 
records that may be made regarding any of 
such information shall not be disclosed to 
except ‘qualified persons’ in the 


of information as defined in 
Lal 


each party shall maintain a list of the names o 
ion such confidential information is disclosed. 
No less than thirty days in advance of giving an 
‘{dential Information, the party proposing him shall 
his name to the other side. If the other party objccts 


submission of such confidential infomnation to such 


as inconsistent with the language or intent of paragraph! 


all nott£y che proposing party of . | 
its objection and the grounds therefor aud, if such dispu 
;not resolved on an informal basis, shall promptly submit 


the Court for ruling, and, in. the nc of such 


mission to such expert shall be 


9, In the event that the receiving party lis: 
4 ’ } £ e- 4 j 4 ’ a 
Wilh Cne CeSitynAcion by the producing parcy ol any inlormat 
P | as confidential information, then the parties will try firs 


ve 
4 


to reselve such dispute on an inf ral basis berore presenting 


the dispute to the Court, 
i 
ji 10, Neither party shall be oblivated to challens: 
i the propriety of a confidential designation, and a failure to 
| 
| do so shall not preclude a subsequent attack on the propriety 
| ' 
of such designation. . 
} _— 
| 11. A person not otherwise “qualified” under para- 
I . . * . 
| graph 2 may be examined as a witness at a deposition or at 
i! 
| trial, and may | hown and may testify concerning any con- 
| fidential information as follows: - 
| 
| 
| (a) A present employee of a party may be : 
| examined, may be shown, and may testify concerning any con- 
i fidential information of that party. 
j 
(b) A former cmployee of a party may be 
| oxamined. may be shown, and may testify concerning any cor ¢ 
|) examined, may e shown, and may testily concerning any con 
\ 
| fidential information of that party which pertains to the 
| 
| period or periods of his exployment and prior thereto, 
| (c) A present or former cons sultant to a party 
i . 
iH 
i i F 
|| may be exan ined, may be shown, and may testify concerning, any 
‘ 
i confidential inforsiation ot that party whiew peetcainus to the | 
} 
| 
| subject matter of his consultation ox to the subject matter of] : 
. 
| *. 
F communications with that party. 
| ; 
\ (d) A non-party who has had any contact or 


' “= ree fps 1} ie te (r4 + , “OK men » awamined a4 F woe 
yelationship with SCM or Xevox may be examined, may be shown 


Cestiry: 


ion whica 


communicated between the non-party and SCM 
or Xerox, 
alified persons, the witness and his 


e 


sent at any examination concerning con- 


other all documentary material 
ing information des 


, 


ail 
but not including any 
have been 


provided, however 


disputes over their use, 


ty lat =| 
eturned will keep one = 


by the party from whom > emanated 


Mither party 


ents hereto broadening, or restricting the 
and rf onfidenttal inf abel ve 
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United States District Court 


FOR THE DISTRICT OF CONNECTICUT 


SCM CORPORATION, \ 
Plaintiff, 
agents Civil No. 
‘ “XEROX CORPORATION, 
Defendant. 


COMPLAINT 


INDEX TO COMPLAINT 


Jurisdiction, Venue and the Parties .........e.0e0% 


The Ultimate Injurious Effects of Xerox's Monop- 
olistic and Anticompetitive Acts and Practices 


SCM’'s Finst Craim: For Prospective Injunctive Re- 
lief Against Nerox'’s Monopolization and Anti- 
compctitive Acts and Practices With Respect to 
Plain Paper Office Copying .....ccsccsccsscces 


Xerox’s Unlawful Acquisition and Perpetuation 
of Control Over the Skill and Technology of 
Plain Paper Office Copying and, Therefore, 
Over the Manufacture and Marketing of Plain 
Paner Office Copiers ..cccccceccccecece seeing 


A. Xerox’s acquisitions of patents and tech- 
nology from Battelle, Horizons and others, 
and its control by 1961 of all the commer- 
cially known means to produce plain paper 
OMice COpiCrs ....cccccsees oeeeeedne ovine 


B. Xerox's Battelle, Horizons and other acqui- 
sitions and agreements violate the anti- 
SEE TAWE bik dbeceedan rere rere Tr ry 


C. Since 1961 Xerox has unlawfully maintained 
and enlarged its acquired inonopoly power 
over the skill, technology, manufacture and 


marketing of plain paper office copier: 


> 


1. The Monopolistic and Anticoimpetitive 
Effects of Xerox’s Research and Devel- 
opment Activities Relating to TDlain 
Paper Office Copying ............ vewae 


2. The Monopolistic and Anticompetitive 
Effects of Xerox’s Expansion of its 
Product Line and of its Manufacturing, 
Service and Marketing Facilities and of 
MS POTSONNE cies dc ccesccses paleaanie 


we 


Xerox’s Unwillingness Between 1961 and 
1970 to Grant Patent Licenses With Re- 
spect to Plain Paper Office Copying and 
Its Threats and Policy of latent En 
forcement ...... ioe kedekeeuhiee el 


to 


oc 
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16 


INDEX TO COMPLAINT 


The Illusory Nature of Xerox's Offers 
in 1970 to Grant Licenses as to T 
and in 1973 as to Four of its 

Insofar as They Relate to Plain Ps 
Office Copying 


Xerox's Perpetuation of its 

Wide Control Over the Skill, 
nology, Manufacture and Marketing 
Plain Paper Office Copiers by Agree- 
ments with Third Parties in Unlawful 
Restraint and Monopolization of Amer 
jean Interstate and Foreign Commerce 


Relief and Proceedings with Respect to SCAL's 
First Claim 


A. Permanent Reli 


B. Preliminary Relic! 
of this Action 


monopolization and acts and practices in 
straint of competition with respect to the ski 


and technolocy, ar nereio! he manufacture 


and marketing plain paper office copiers 


. . ‘ ’ 
Proceedings wit) pect to SCM’s Second 


Claim 


SCM's Tino Ci 
and Damace I 
dicton-Reynolds '006 Patent 


The 1968 and 1964 License Agreements Between 
Xerox and SCM as to Coated Paper and 
Coated Pay CO) iT herg Co} wre 


The Invalidity, Unen soul 


ity and Fraudulent 


} 
Procurement Middleton-Reynolds ‘006 


Patent 


Relief and Pro a ] Si ( ! spect to SCM 's 
Third Claim 


United States L istrict Court 


FOR THE DISTRICT OF CONNECTICUT 


SCM CORPORATION 


' 


Plaintiff, 


against . . 
9 Civil No 


XEROX CORPORATION, 
Defendant. 


COMPLAINT 


Plaintiff SCM Corporation (‘‘SCM"'), by its attorneys, 
for its complaint against Xerox Corporation (‘‘Xerox'’), 
on knowledge as to matters pertaining to itself and on 


information and belief as to all other matters, allecc 


& 


Jurisdiction, Venue and the Parties 


1. This action concerna Nerox'’s unlawful monopoliza 
tion in violation of Section 2 of the Sherman Act (15 
U.8.C. 42), of the skill and technology of plain paper office 
copying, and therefore the manufacture and marketing of 
plain paper office copiers. The monopoly was achieved and 
is being maintained by Xerox's exclusionary exploitation 


of the skill and technology of plain paper office 


built on a foundation of basic patents, development and 


improvement paten'4 and confidentially-maintained know 
how accuniulated ly aequisition from others and through 
agreements with o! hers, 


2. This action also concerna the unlawfulness of those 
acts and practices by Xerox under: 


(a) Section 1 of the Sherman Act (15 U.S.C, $1), 
which condemns unreasonable restraints of trade or com 
petition accomplished by contracts, agreements, conspira 
cies or combinations (whether or not Nerox lias concur 
rently violated the anti-anonopoly provisions of Section 2 
of the Sherman Act); and 


(b) Section 7 of the Clayton Act (15 U.S.C. $18), 
which condemns acquisitions having the probable effect of 


Bubstantially lessening coupetition or tending to ereate 


2 


a monopoly in any line of commerce (whether or not the 
acquisitions concurrently violate either or both of Sections 
1 and 2 of the Sherman Act). 


3. The acts and practices of Xerox alleged in this com- 
plaint have been committed in interstate commerce and in 
American forcign commerce. 


4. This court has jurisdiction of this action to ad- 
judicate SCM’s claims for injunctive and damage relief 
under Sections 4 and 16 of the Clayton Act (15 U.S.C. 
§§15 and 26), that by reason of Xerox’s violations of the 
antitrust laws as alleged in this complaint, SCM has been 
injured in its business or property and is continuing to 
suffer irreparable injury. 


5. Venue is properly in this District under Section 12 of 
the Clayton Act (15 U.S.C. § 22), because Xerox is found 
and transacts business and its executive offices are located 
withis ‘his judicial district. 


6. Both SCM and Xerox are corporations organized and 
existing under the laws of the State of New York. As 
more fully alleged in this complaint, Xerox is engaged in 
the manufacture and marketing of plain paper office 
copiers; and SCM is engaged in the manufacture and mar- 
keting of coated paper office copiers and has attempted 
and is attempting to develop and market a plain paper 
office copier. 4 , 


The Ultimate Injurious Effects of Xerox’s Monopolistic 
and Anticompetitive Acts and Practices 


7. The ultimate injurious effects of Nerox’s acts and 
practices alleged in this complaint have been and will be to: 


(a) restrain competitive research and development 
by SCM and others with respect to the skill and technol- 
ogy of plain paper office copying; 

(b) preserve the enormous lead which Nerox pres- 
ently possesses in the skill and technology of plain paper 
office copying; 

(c) exclude or restrain SCM and other potential com- 
petitors from the manufacture and marketing of plain 
paper office copiers; . 


° 
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(d) maintain Xerox's monopolistic position with re- 
spect to plain paper office copying; and 


(e) enable Xerox to maintain that monopolistic con- 
trol to extract mononoply profits. 


8. Unless Xerox’s acts and practices alleged in this 
complaint are declared to be against public policy and 
illegal, and unless they are enjoined and their effects dis- 
sipated and nullified during the pendency of this action 
and permanently: 


(a) SCM and others who are attempting to compete 
with Xerox will continue to be irreparably injured because 
of Xerox’s anticompetitive and monopolistic acts and prac- 
tices; 


(b) the hundreds of thousands of users of plain 
paper office copiers (including state and federal govern- 
mental agencies, business and professional organizations, 
and educational and charitable institutions) will be de- 
prived of the benefits of competition and will continue to 
bear the burden of Xerox’s anticompetitive and monop- 
olistic acts and practices; and 


(ce) the public, including the millions of consumers 
throughout the United States who deal directly or indi- 
rectly with users of plain paper office copiers, will bear 
the burdens Xerox presently imposes on such users, and 
on SCM and other companies attempting to compete with 
Xerox. 


SCM’s First CLara: For Prospective INJUNCTIVE 

Revier Acainst Xerox’s MOoNopoiizaTION AND 

Anticomprtitive Acts axp Practricrs witH Re- 
spect TO Puarx Parrer Orrice Cox ¥INnc 


Xerox’s Unlawful Acquisition and Perpetuation of Control 
Over the Skill and Technology of Plain Paper Office 
Copying and, Therefore, Over the Manufacture and 
Marketing of Plain Paper Office Copiers 


9. Plain paper office copiers are machines which con- 
veniently and cleanly produce copies of documents on 
plain or bond paper by electrostatic means, and without 
the use of stencils, offset masters or other methods. 


—— 
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10. Gencrally, users of office copiers strongly prefer 
plain paper office copiers to coated paper office copiers 
(machines which make copies on specially coated and 
chemically treated paper) because of the better appear- 
ance, weight, useability and other advantageous features 
of plain or bond paper cppies. 


11. At all times in the decade from 1960 to 1970 (i.e., 
from the time Nerox introduced its first plain paper office 
copier until IBM introduced its first plain paper office 
copier), Nerox possessed a 100% market share of the 
businesses of manufacturing and marketing plain paper 
office copiers in the United States. During that period in 
the United States it was the only manufacturer and the 
only marketer of plain paper office copiers. Xerox’s 
share of these markets siace IBM’s entry in 1970 has 
been and continues to be more than 95%. 


12. As publicly expressed by its chief executive officer, 
the only “real competition” Xerox has faced with respect 
to plain paper office copiers has been “from TBM”. In 
1972, as lic stated, I}M’s competitive impact on Xerox had 
been “very very small”. In 1973, as he stated, that com- 
petitive impact continued to be ‘‘minimal’’.. These and 
other statements by him and other present and former 
Xerox officials as alleged in this complaint, were made 
on Xcrox’s behalf, and such officials were authorized to 
make them on Nerox’s behalf. 


13. In the decade in which Nerox had no plain paper 
office copicr competitor, its annual revenues from all of 
its plain paper office copying activities rose from less 
than ¢4 million in 1960 to about $1.3 billion in 1970. Dur- 
ing that period its profits before taxes on such revenues 
rose from less than $1 million in 1960 to about $400 mil- 
lion in 1970. 


14. Since 1970 (the year of IBM’s entry), Xerox’s an- 
nual revenues ang profits from its plain paper office copy- 
ing activities have continued to soar, Its revennes rose 
from about $1.3 billion in 1970 to more than $1.5 billion in 
1971 and to more than $1.9 billion in 1972. Its profits be- 
fore {axes rose from about $400 million in 1970 to about 
$450 inillion in 1971 to about $950 million in 1972. 


ee en 
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15. Xerox’s total profits before taxes from its plain 
paper office copying activities in the period 1960-1972 
amounted to more than $2.7 billion, of which about $1.7 
billion was earned in the period 1960-1970, and of which 
about $1 billion was earned during the two years of 1971 
and 1972. 


16. Xerox’s monopoly with respect to plain paper office 
coficrs and its extraordinary growth in revenues and 
profits is and has heen achieved by its exclusionary ex- 
ploitation of the skill and technology of plain paper office 
copying, which was built on a foundation of basic patents, 
development and improvement patents and confidentially 
maintained know-how accmnulated by acquisition from 
others and through agreements with others. 


A. Xerox’s acquisitions of patents and technology from 
Battelle, Horizons, and others, and its control by 1961 
of all the commercially known means to produce plain 
paper office copiers. 


17. Plain paper office copying owes its origin to the 
four basic Carlson patents, embodying document copying 
by electrostatic means, issued between 1939 and 1944 and 
which expired between 1956 and 1961. 


18. In 1944; Battelle Memorial Institute, Inc. or Battelle 
Development Corporation (both hereafter collectively re- 
ferred to as “Battclle’) entered into an agreement with 
Carlson to attempt commercialization of the four basic 
Carlson patents, and to engage in further research and 
development concerning copying of documents by electro- 
static means. 


19. The copying of documents by electrostatic means 
(whether producing plain paper or coated paper copies) is 
hereafter referred to as “xerography”, the name given in 
194S by Battelle and since used by Xerox with respect to 
that means of opying documents. In 1948, Xerox was 
known as the Haloid Company. Its name was changed to 
Waloid Xerox, Ine. in -195S$ and to Xerox Corporation in 
1961. 


20. In 1948, Xerox and Battelle entered into an agree- 
ment under which Xerox obtained a world-wide exclusive 
license with respect to the four basic Carlson patents, 
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other Battelle development and improvement United States 
pate: 's, and their numerous foreign counterparts, all in 
the fied of xerography. Under that agreement Xerox also 
secured the sole right to obtain exclusive world-wide 
licenses with respect to any patents thereafter issued to or 
acquired by Battelle involving xerography. 


91. In 1956 Xerox and Battelle entered into another 
agreement. y that agreement, Nerox acqui ired exclu- 
sive ownership and control of all of the skill and technology 
in the field of xerography which Battelle had developed by 
that time and which it has developed since that time. 


22. Under that agreenient, as of January 1, 1956 Xerox 
purchased from Battelle the four basic Carlson aceaget 
and as of January 1, 1959 it purchased from Battelle 645 
US. and ~— development and improvement patents 
and patent applications, all in the field of xerography. 


ad 3 
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93. The total consideration paid or conveyed to Battelle 
by Xerox under the 1900 ag ant (over the ten-year 
payout period ending April 3 as apentnes in the agree- 
ment) for its acquisition of ow nership of Battelle's issued 
patents, patent applications and other technology in the 
field of xerography, as approximately $69 million, as 
valued by Xerox in 196( 


24. In addition, under the 1956 agreement, Xerox was 
granted the option to ac exclusive ownership of all 
patents and know-how in the field of xerography secured or 
developed by Battelle in every succeeding year in which 
Xerox paid Battelle a specified annual amount to sup- 
port its research in that field. In each of the 17 years 
since 1956, Xerox has exercised that option by making the 
required anna payments to Battelle, and has thereby 
acquired exclusive ownership of all such Battelle patents 
and know-how. 


95. After the, execution of its 1956 agreement with 
Battelle, Nerox no} sted and ever since has followed the 
policy, as publicly expre ssed by its chief exccutive officer in 
1961, of “steadily strengthening [its] patent position.” 


96. During 1960, in implementing that policy, Xerox 
entered into agreements with Horizons, Ine. Horizons was 
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engaged in technological research in the field of xerog- 
raphy. Nerox entered into those agreements and became 
“associated with Horizons because”, as publicly expressed 
by Nerox’s chief executive officer in 1961, Horizons “did 
some work independently in xerography and had access to 
certain patents that we [Xerox] ultimately acquired.” 


27. Under those agreements with Horizons, Xerox pur- 
chased a number of United States and forcign patents and 
patent applications in the field of xerography. 


98. Since 1960, Horizons has engaged in research in the 
field of xerography for Xerox's sole and exclusive benefit 
and use, in accordance with the long-term research obliga 
tions undertaken by it in the 1960 agreements with Nerox.: 


29. Jn carrying out its continuing policy of “strength- 
ening its patent position,” Xerox also purchased xero- 
graphic patents Sip others, including Walt Disney Pro- 
ductions and Bell & Howell. 

30. In addition, it obtained access to other xerographic 
technology by entering into agreements with others, includ- 
ing RCA, I IBM, GIs, Kall e, Azoplate, Keuffel & seer and 
Bell & Howell, in which Nerox extended restricted xcro- 
graphic patent licenses, but obtained in exchange vunre- 
stricted grantback rights with respect to xerographic pat- 
ents and technical information developed by such licensees. 
These agreements did not permit the licensees to use the 
patents in connection with plain paper office copying. Thus, 
“these agreements continued Xerox's exclusion of others 
from practicing the skill and technology of plain paper 
office copying, while further enlarging Xcrox’s right to use 
newly developed xerographie patents and technical infor- 
mation in connection with its plain paper office copying 
activities. 


31. By March of 1961 (in which year the last of the 
basic Carlson patents had expired), Xerox had acquired 
ownership of 998 U.S. and foreign development and im- 
provement “ere and patent applications in the field of 
xerography. By March of 1963, it had acquired owners ship 
of 1293 such patents and patent applications, These patents 
and patent applications were, as Xerox stated in its pro- 
spectuses issued in April, 1961 and December, 1963, “of 
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material importance” to its xerographic business activities. 
Revenues from those activities had risen by 1963 to an 
annual amount in excess of $100 million from less than 
$4 million in 1960 


32. By virtue of its purchases and acquisitions in the 
ficld of xerography of the four basic Carlson patents, the 
many Battelle and Horizons patents and patent applica- 
tions, other Battelle and Iorizons technology, ownership 
or use of the patents and technology of others, and the 
exclusive right to new Battelle and Horizons technology 
and patents to be developed in the future, by 1961 Xerox 
had obtained exclusive world-wide control over the skill 
and technology with respect to plain paper office copying. 


33. By 1961 and no Jater than 1963, Xerox had ac- 
quired, and recognized that it had acquired monopoly 
power w hich it would be in a position to exploit for the 


coming decades 


(a) In 1961, as its chief executive officer publicly 
stated, Xerox, with Battelle ‘‘and perhaps others,’’ would 
be the ones helping to make the decisions about ‘the ind 
of markets there will be in 1970 and 1980 tennant ‘the 
world in the field of visual communications.’’ 


(b) Also by 1961, the year in which the last of the 
four basic Carlson patents had expired, Xerox’s continu- 
ing acquisition of hundreds of patent applications and 
newly-issued development and nnprovement patents had, 
as its chief executive officer publicly stated in that year, 
“dhus re-established a powerful patent structure which 
affords [Xerox] protection almost equalling what it had 
during a period of basic patent coverage.’? (E:mphasis 
his.) 

(c) In 1963, as he publicly stated, Xerox had “‘re- 
created’ a ‘‘powerful’”’ oe nt structure which assured it 
‘the right to go ahead with [its] own programs without 
much likelihood of being hint and which required 
others who desired to seck ‘this particular path” to ‘tread 
{this path] with ‘us.”’ 


(d) Later that year and in early 1964, Xerox de- 
termined not to permit SCM to tread that path when, as 
nore fully alleged below, it refused SCM’s requests for a 
patent license with respect to plain paper office copiers. 
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34. At all limes since 1960, Xerox's market position 
has been a Cousequence of jts patents and technical know- 
how. 


(a) As expressly adinitted by Xerox jn its Answer 
fo the e Maint against it by the Federa) Trade Com. 
mission, x prunary facto; contributing to jts present mar- 
ket position is “patents issued by the United States Goy- 
erminent’’, 

(b) The ability of Rant Xerox (more fully de. 
Scribed below) since 1962 to m; facture and Sell xero. 
EBraphic copying equipment, as A ‘ also admitted in 
that Ansy er, ‘thas at al) times been and continues to be 
attributable to the Patents and technica] know-how eon. 
tributed by Nerox,” Xerox’s own ability to manufacture 
and sell such equipment has at all times been and con- 
tinues to be attributable to the same factors, 


B. Xerox's Battelle, Horizons and other acquisitions and 
agreements violate the antitrust laws, 


35. Nothing contained in the Patent Act Provides anti. 
trust immunity to Xerox wit); respect to the methods em- 
Ployed by Xerox (acquisitions and -exclusiye and other 
8frcements) to perfect and Maintain an economic monop. 
Oly over the manufacture and INarketing of plain paper 
office copiers, 

36. Even if al) the patents involved were validly issued, 
Xerox’s ®Esregation hy means of acquisitions and 
&freements of thousands of patents, patent applications 
and other teclinolosien) assets to produce economic mo.- 
Nopoly power over the manufacture and marketing of plain 
Paper office copiers camnot avoid the Prohibitions of: 

(a) Scetions 1 or 2 of the Sherman Act, condemn. 
ing acquisition “sreements and other 4éreemonts which 
have the effeet of unreasonably restraining trade or com- 
Petition or the effect of perfecting oy maintaining a mo. 
noply in any part of commerce; or 


(b) Section 7 of the Clayton Act, condemning asset 
Acquisitions, including Acquisitions of patents, which have 
the probable effect of substantially lessening competition 
or fending to create a monopoly jn any line of commerce, 
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37. On the indisputable facts so far alleged, Xerox’s 
acquisitions and agreements have resulted in the pro- 
scribed effects and constitute violations of each of those 


provisions of the antitrust laws. 


C. Since 1961 Xerox has unlawfully maintained and en- 
larged its acquired monopoly power over the skill, tech- 
nology, manufacture and marketing of plain paper 
office copicrs. 


38. By reason of its Battelle, Horizons and other ac- 
quisitions and agreements, Xerox had acquired by 1961 
and no Jater than 1963 (as a matter of objective fact and 
by its own admissions), the monopolist’s power to Tegi- 


ment the entire plain paper office copying business; to per- 


petuate its control over that entire business long after the 
basic patents had expired; systematically to funnel the 
fruits of invention of an entire technological field of en- 
deavor into its own hands; to suppress and restrain any 
potential or actual competition in the manufacture and 
marketing of in paper office copiers; and to perfect 


and enlarge an industrial monopoly with respect to such 
businesses. 


89. Since 1961 Xerox has engaged in various acts and 
practices as alleged below which have had the effects of 
maintaining and increasing the size and the scope of its 
unlawful monopoly with respect to the skill, technology, 
manufacture and marketing of plain paper office copiers. 

40. Whether or not those acts and practices were moti- 
vated, in whole or in part, to anticipate and meet increasing 
demands for plain paper office copiers, nevertheless, under 
Section 2 of the Sherman Act they had, and continue to 
have the unlawful effects of suppressing, foreclosing and 
restraining competition and of inaintaining and increasing 
the size and scope of Xerox's monopoly, 

41. Because the Battelle, Horizons and other acquisi- 
tions and agreements themselves erected a great barrier 
to the possibility of any competition, the effect of Xerox’s 
acts and practices since 1961 has been to add additional 
barriers against competitive entry and to suppress, fore- 
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close and restrain competition with respect to the mann- 
facture and marketing of plain paper office copiers and the 
development by others of the skill and technology neces 
sary to engage in those husinesses, 


42. As more fully alleged below in paragraphs 43 to 142, 
the acts and practices of Nerox, which, since 1961, have had 
the monopolistic and anticompetitive effects previon ly 


described, include: 


(a) its continuing accumulation and use of xero- 
graphic patents and technology developed by others, and 
its continuing realization of the benefits of exclusive and 
restrictive agreements with others entered into prior and 
subsequent to 1961; 

(b) its constant expansion of research and develop- 
ment activities in the field of xerography carried on in 
ternally and by others pursuant to exclusive agreements, 
to the point where, as it stated in 1973, Xerox presently 
“eontinucs to spend hundreds of millions of dollars for 
rescarch and development on xerography’’; 


(c) its requirement that its many thousands of 
research, scientific and technical personnel agree not to 


engage in any activities in the field of xerography for a 


period of two years after termination for any reason of 


their employment with Xerox; 


(d) its exclusive use of its skill and technology (the 
foundation of which was acquired from Battelle, Horizons 
and others) to generate additional patents; to produce new 
and improved plain paper office copiers in anticipation of 
futurc market demands; and to produce a broad product 
line of plain paper office copiers; 


(e) its exclusive use of that skill and technology as 
an underlying factor in its constant expansion of its mannu- 
facturing and marketing facilities in anticipation of in 
creasing present and future market demands for plain 
paper office copiers; 

(f) its unwillingness on any basis until late 1970 and 
early 1971 to offer or grant patent licenses to SCM or any- 
one else with respect to the manufacture of plain paper 
office copiers; 


(g) its iusory offers, from an economic, compet- 
itive and technological standpoint, in late 1970 and 1971 to 
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SCM and othe 

terms and conditions 

it had a ! in Batt 1 eC; or) the like character of 
the patent license offers made reeently by Xerox in 1973 
to SCM an hers with respect to those three patents, 
and a fourth which it had ee from Horizons; 


(h) 


the inventions « 


its n plain paper office copiers of 
laime: in only a small fraction of its more 

patents; with the balance of those 
patents having the effec locking patents’’ prevent- 
ing others from ‘‘designing around’’ the few patents 
Xerox doe san providing Xerox with a powerful 
patent thicket against xerographic innovation and develop- 


ment by anyone els 


(3) “er usal to identify the patents it claims 
use in ¢ fits plain paper office copier ite i 
taking t o do 
copicrs (‘Manuf 
Ow ned or Control] y Xerox Corporation- 
of preventin 
Nerox’s copiers 


Mary lair *% 
esCTOR CiGiNsS are 


rement suits a 
t 
with respect 


r in which those 


bination with the Rank 

Photo Film and Fuji- 

Xerox, through anticon ilive agreements among them, 
and in restraint of American interstate and foreign com- 
merece, its ablishment and perpetuation of world-wide 
control over the skill and technology of plain paper office 
copying and a w wide division of territories with re- 
spect to the manufacture and marketing of plain paper 

iee Copiers, 


The Monopolistic and Anticompetitive Effects of 
Xerox's Research and Development Activities Relating 

to Plain Paper Office Copying. 
43, From 1948 until 1956 (in which piss Xerox entered 
info the Battelle license, acquisition and exclusive research 
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agreements) Xerox carried on relatively little 
research and de Velopinent 
Battelle for those activiti 


for research and develo 


» and instead relied I 

» «6 Nerox's total 
pment in all fields of techinologie: 
the eight years of 1948 to 1955 (when it 


primarily in non Xerographic business ac. 
tivities) fmounted { 


$4.5 million or 
average of 


endeavor during 
Was engaged 


0 about 
under $600,000, 


WV, 


about an annual 


44. During the five 
although Siw 
Braphie resear: h and developm lent, it 
on Battelle and Others, Ex, 
paid for by the 
cluding Payments 
for ACTOR: 1} ») 
$1 million jy 19 


years from 1956 through 1960 
increased 


1 its Py penton for xero 
continued to rely 
eare) \ igeaired and 
and others, but jn. 


cluding res 


federal government 


to Battell » ACTOX's tota) expenditures 
research gud deve) opment rose from about 


*") ; 
00 to about $3 millio iin 19 


45, Since If 6G] on the for und tion of thie ater ted ; nd 
: I 
Vnpatented elit) id 


! ar 

1 skill ang aschslegs acquired from Battelle, 
Horizons and ot) rs, and its exclusionary éxploitation of 
the only known commercial means to manufacture plain 
Paper office copicrs, Xerox's 


annual ¢ 
deve lope ntl ¢ 
hon with others 


wie! 


oe research and 
ally and in con june 


have risen to ec 


xpenditures for 
ried on intern. 
pursuant to agreement by 


. 
10rmous dollar proportions, 


46. Total expenditures by Xerox for all 
and development actiy ities during the five. y 
1961 to 1965 (w) ich ac 


cording to statements issucd 
behalf were primarily related { 


© Xerography) continued to 
rise, reachj ung an annual amount 1 1965 i le last year of 
the ten year payout period niles the 


Batte le 1956 agree. 
ment) of 


| of its research 
ear period from 


on its 


$38 inillion 


47. Since 1965 its — al expenditures for + research and 
development in all fiells (whieh } have related primarily to 
plain paper office copiers and xe rography) rose even more 
sharply. In 196g such expenditures amounted to about 
$53 million; they Steadily rose until jn ists they reached 
about $132 smillion. During the 1966-197 2 period such 
expenditures by Xerox tot: led about $5S1 million. 


Xxcrographie 
Timarily on 


expenditures 
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In 1973, 


ent annual 


PP 
dollars 


in 1972 and 1973 


spending for xero 


for 


ihe total an 


and fund 


“ar 


“For the pe 
of [my] emplo 
reason, I will no 
or, directly 9 
raphy o1 


\ y by any indi 
vidual, firm or corporalon 


following termination 
it [by Nerox Corporation) for any 
ly engage in xerography 


advise in xerog 


53. The effects of those exclusionary agreements have 
been and are to restrain the individuals involved from 


pursuing their livelihoods elsewhere in their field of ex- 
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perience; to prevent p lial con tors from compet 


ing for their lawful es; tc cmany of tem into 
permanent empl . \ 
contro! « the 

copying anal xore 

will obtn 
and 1) 
with r 


nol f 
manuf: 


54 The patents ee 
veloj me 
other 
ents ¢ 
resulted 
United 
uUncaApirs 
many t! 
In additi 
applicat 
ing ap) 


raphy 
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r 
5. 


plemer 
etren; 
cove! 
use 
been 
othe: 

56 
own ] 
used by a 
copiers, and have the effect « locking patents” restrain 
ing entry in in i py When 
wee or NON f i referred to in this complaint, 
it means (he vse non-use of the invention claimed and 
covered in sueh patent, 


57, Another effect of Xerox's xerographiec research and 
other patent activities since 1961, as an nddition to the 
“powerful patent structure” it had acquired by that time, 
has been to increase the difficulty and expense to any po 


tential competitor of aes iggy around Nerox's increasing 
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number of patents. Another effect has been to make it in- 
ereasingly difficult for anyone to undertake the expense, 
effort and risk of challenging the validity of any of those 
patents in protracted patent infringement litigation, which 
Xerox promised SCM and others would ensue if they 
attempted to manufacture plain paper office copiers. 


58. A further effect of Nerox’s perpetuation since 1961 
of its acquired monopoly power over the skill and technol- 
ogy of plain paper office copying has been Xerox’s ability 
to determine the pace and direction of scientific inquiry 
and endeavor in the ficld of xerography, in large part 
free from the influence of competitive efforts of others. 


59, Still another effect since 1961 of Xerox’s research 
and other patent activities has been to increase further 
Xerox's present and future technological lead over any 
potential competitor, a technological lead which it initially 
possessed by 1961 as a result of its Battelle, Horizons and 
other acquisitions and agreements. The even greater tech- 
nological lead which Xerox now possesses has the ef- 
fect of suppressing, foreclosing and restraining competi- 
tion because any potential competitor must consider the 
risk that by the time its product reaches the marketplace 
that product might be cor ipetitively obsolete. 


60. Xerox recognizes that clear effect. 

(a) In 1971, as stated in that year by ifs chicf ex- 
ceutive officer, Nerox’s research and development was not 
concentrated on the office copiers of the present, but on 
those new or improved office copiers Nerox ¥ uid be manu- 
facturing and marketing five years hence. 


(b) Presently, as stated by Xerox’s President on 
May 24, 1973, Xerox expects that within the next two 
years alone it “\i}] be announcing or introducing as many 


as 12 to 15 new products”, several of which are “niajor 
_ . additional second-generation xerographie devices.” 


2. The Monopolistic and Anticompetitive Effects of 
Xerox’s Expansion of its Product Line and of its Manu- 
facturing, Service and Marketiny: Facilities and of its 
Personnel. 


G1. Based on the patented and unpatented skill and tech- 
nology acquired from Battelle, Horizons and others and 
its exclusionary exploitation of the only known commercial 
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means to manufacture plain paper office copiers and, on 
that foundation its research and development activities, 
Xerox has greatly expanded its product line of plain paper 
office copicrs. 


62. Xerox presently manufactures and markets a broad 
product line of plain paper office copiers for medium and 
high monthly usage. According to Xerox, medium usage 
involves from 3000 to 20,000 copies per month, and high 
usage involves in excess of 90,000 copies per month. 
Xerox’s broad product line includes plain paper office 
copiers which operate at low, medium and high copying 
speeds ranging from 330 copies per hour to 3600 copies 
per hour. 


63. In 1969, Xerox introduced its first plain paper office 
copier, the Model 914. It is a console model machine with 
a speed of 420 copies per hour. It copies documents and 
books without requiring the original to be fed into the ma- 
chine. (Such copiers are termed ‘book copiers.”’) Af 
its introduction in 1960, the 914 gained immediate anc 
widespread user acceptance. Xerox presently continues 


to market the 914, and with its now relatively low copying 
specd, it is operated for medium monthly usage. 


64. In late 1963, Nerox introduced its Model 813, a table 
top machine which was, as Xerox stated, ‘designed for 
lower voluine applications and as a supplement to existing 
914 Copicr installations.” It makes copies at the rate of 
330 per hour. It cannot make copies from books because the 
document to be copied must be fed into the machine. As did 
the 914, the $13 gained immediate and widespread user 
acceptance after its introduction. Xerox presently con- 
tinucs to market the $13 model. 


63. Xerox’s marketing of the 914 and the $13 was re- 
sponsible for most of Xerox’s plain paper oflice copier 
revenues during the period between 1960 and 1965. 


GG. All or most of the patents used in manufacturing 
Xerox’s Models 914 and S13 were obtained by Nerox from 
Battelle, Horizons or others. One of the patents acquired 
from Jjattelle (the Bixby ’906 relating to the selenium 
photoconductor) is a key patent used by Nerox in all of 
its plain paper office copier models. 
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67. SCM does not know (for the reasons alleged in 
paragraphs 121-123 below), the full extent to which Xerox 
uses other patents obtained from Battelle, Ilorizons or 
others in those of its models introduced since 1966. For 
the same reasons, SCM does not know the extent to which 
Xerox uses patents generated by its own internal research 
and development in those of its models introduced since 
1965. . 


68. In 196G Xerox introduced its Model 720 and in 1972 
its Model 1000, improved versions of the 914. In 1966, it 
introduced its Model G60, an improved version of the 813. 
These five models, collectively called “first generation 
copiers” by Xerox, are all still marketed by Nerox today. 


69. Since 1965 Xerox has introduced and marketed other 
types of ploin paper «See copiers (some of which it has 
called ‘‘copicr-duplicators,’? and others of which it has 
called ‘second gencration copiers’’), possessing increased 
capabilities. 


70. In 1965, Xerox introduced its Model 2400, a larger 
machive than those in the 914 and $13 families, and with a 
speed of 2490 copies per hour. Subsequently improved 
versions of the 2400 were introduced by Xerox and are its 
Models 3600-1 and 2600-IJ1, which have speeds of 3600 
copies per hour, and the Model 7000, which has the same 
speed aid which can make copies at full size or at several 
selected reduced sizes. These are the modcls Xerox has 
called ‘‘copier-duplicators.”? They were designed for high 
month], usage and have become Xerox’s biggest revenue 
producers 


71. In 1971, Xerox began the introduction of what it 
term: “second generation copiers,” that is, copicrs with 
udvanced features not found on other Xerox copiers, and 
which were the consequence of research and development 
initiated several years before. Xerox’s “second gencra- 
lion copiers,” of which so far there are three (the Models 
4000, 3100 and 6500) are the result of Nerox’s policy, as 
its chicf executive officer boasted in 1971, to concentrate 
its xeroyraphic research and development activities at any 
particular time on the office copiers of five years hence. 


72. In 1971, Xerox began marketing its Model 4000, 
which i{ has described as an sdvanced book copier with 
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a specd of 2700 copies per hour. Its features include auto- 
inatie copying on both sides of the paper and pushbutton 
selection of either of two sizes of copy paper. 


73. In April, 1973, Xerox announced the introduction of 
its Mode) 3100, a mobile plain paper offce copier with a 
copying speed of 1200 per hour, designed for medium 


monthly usage. 


14. The Model 3100 ‘‘is expected”’, as a Xerox vice-presi- 
dent has publicly stated, “to become one of our biggest 
revenue producers throughout” the decade of the 1970's. 
Xerox anticipates that for medium volume usage, the 3100 
ultimately will replace its G60, 720 and 914 units, and some 
of its 1000 units. 


75. In May, 1973, Xerox announced the introduction of 
the third of its “seeond generation copiers,” its Model 
6500. The 6300 took five years to develop, at a cost to 
Xerox of about $40 million. The 6500 is a color copier, 
employing electrostatic means and able to make copies in 
seven colors. 
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76. The achievement by Xerox of its present broad ] rod- 
uct Jine of plain paper office copiers, and its expanding 
technological lead, was the result of the patents and 
technology it initially acquired from Battelle, Horizons 
and others, and, with that foundation, its exclusionary 
exploitation of the skill and technology involved to pro- 
duce additional patents and technology. 


77. As Xerox itself stated in 1973, the ability to manu- 
facture and sell its xerographic equipment has at all times 
been and continues to be attributable to its patents and 
technical know-how; and that a primary factor to which it 
owes its present market position is ‘‘patents issued by the 
United States Government.”’ 


78. To the limited extent since 1970 that IBM and a 
few others have attempted entry into the businesses of man- 
ufacturing and marketing plain paper office copiers, no 
one } a product Jine in any way comparable or com- 
petitive to the broad produet line Xerox presently possesses 
and is continuing to expand. 


Se 
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79. Xerox’s unmatched broad product line and its con- 
tinving ability and expressions of intent to expand that 
" Jine, create greater barriers to entry and increased diffi- 
culties in competing; and therefore have the effect of 
maintaining and enlarging Xcrox’s monopoly and re- 
straining competition with respect to the manufacture and 
marketing of plain paper office copicrs. 


80. Since 1961, in accordance with the policy announced 
by its chief « ee officer in that year, Xerox has con- 
sistently anticipate 1 met the increasing demands for 
plain paper office sg s by substantially increasing its 
manufacturing, marketing, service and other facilities, and 
by substantially increasing the number of its personnel 
engaged in those activities. The extent of that activity was 

C that for the decade until 1970 it was 
the sole manufactmer of plain paper office ig s and 
that it remained ‘fin sole manufacturer because of its ex- 
elusive control of the skill and technology involved 

81. Xerox has always marketed its plain paper office 
copiers directly to users through its own feld sales and 
service organizati- 


(a) Between 1961 and 1970 that lization in- 
creased from 23 major sales offices to 145 major sales of- 
fices in principal cities throughot r the United States and 
Canada, and with resident representation in many addi- 
tional cities. 

(b) Between 1961 and 1970 its field staff 
from approximately 700 to approximately 10,( 
servicemen and other technical personnel. 


(c) Since 1970 the number of Xerox’s major sales 
offices and sales, service and teclmical personnel has in- 
creased even further 


82. Asa result of Nerox’s acquisition and accumulation 
of patents and technical know-how in the ficld of xerog 
raphy, of its exclusionary exploitation of that skill and 
technology, and of widespread customer acceptance of its 
plain paper office copier products, since 19¢. Nerox has 
greatly expanded its product line, its manufacturing, 
marketing and service facilities and staffs and the volume 
of its plain paper office copier businesses. 
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83. Xerox has thereby become a i-billion dollar 
business organization having the advi res of new manu 
facturing and marketing facilities, ¢ hi ly developed 
customer connections, skil ind experienced per- 
sonnel. Those advantages must be faced by any actual or 
potential competitor, ind are themselves great barriers to 
competition and competi 


84. In Xcrox’s present hands, those advantages have the 
unlawful effects of restraining actual and potential comp: 
tion, and of maintaining 
listic position. Whe the vr or not Nerox’s acts in expan id 
its product line, facilities, staffs and business were mot 


enlarging crox’s mono 


‘ 


vated in whole or in } » satisfy increasing market 
mands for plain paper office jers, nevertheless thos« 
acts are unlawful bee » they have produced those 
monopolistic and iti 


3. Xerox’s Unwillingness Between 1961 and 1970 to Grant 
Patent Licenses With Respect to Plain Paper Office 
Copying and Its Threats and Policy of Patent Enforce- 
ment. 


5. In 1963 and 1964, SCM requested orally 
writing that Xerox grant patent licenses to SCM 
to the manufacture I i 
requests were communicated on SCM’s behalf by its Patent 
Administrator to Xerox’s Chairman o yard, and to 
the head of Nerox’s Patent auciig . SCM also re- 
quested patent se ne on Xer iquid toner patents 
which Xerox aequired from aan 


§6. All of SCM's requests were refused. 


87. During oral conversations with SCM’s Patent Ad- 
ninistrator which oceurred during the 1962-1964 period 
(which also related to patent aspects of SCM's ma inufacture 
of its first model of a coated paper office copier), the head 
of Xerox’s Patent Department stated that Xerox had 
adopted a policy against offering any patent licenses with 
respect to plain paper office copiers which would allow 
competition with Xerox’s plain paper office eopicr. Ife also 
stated that any attempt to design around any Xerox 
patents should be attempted with the utmost care since 
some very important patent claims appear ‘‘in some 
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strange places’? among the approximately 250 issued pat- 


ed ~ | 


ents which he said Nerox owned at that tine 


8S. During og ose same conve hee s, an assistant to the 
head of Nerox’s Patent Department stated in lis superior’s 
presence to pole Patent Adminis —_ yr, that Xerox was 
nnwilli ing to advise SCM hiow and ° \ hoe M's coated paper 
F 1 nts. He explained 
wrination might enable "SCM to “design 
around” any patent claims which Nerox might identify as 
allegedly being infringed. 


89. accordance with its policy as thus described to 
SCN, } he ten years between 1961 and 1970 Nerox did not 
license, and was unwilling to consider granting any licenses 
fo any potential p sai paper office copier competitor with 
respect to any of its patents insofar as they related to the 
manufacture ain paper office copiers. 


in paragrap 
fank-Neroa 
fanl:-Nerox had ex- 
» Savin with respect 


to prevent others 

: hie technology 

for pigs aper office cop) rand to obt: in for Xerox the 

use of 5 chnology as may have been in ited by 

others, since 1961 Nerox has entered into or maintained in 

force various restrictive patent license agreements with 

many companies under which in all instances the licensees 

were not extended a Jicense permitting the use of the pat- 
ents in plain paper office copying. 


(a) Under some of those agreeinents a number of 
companies, including SCM, were granted the right on a 
royalty basis to use xerography in the manufacture and 
marketing of coated paper or coated paper office copiers. 


(b) Others of those agreements (with companics 
including es AI BM, GH, Kalle, Azoplate, Keuffel & Esser 
and Bell & Howell) contained grantback provisions which 
have given Xerox the unrodtrictad right to use xerographic 
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patents and technical information developed by the li- 
censces involved. 


92. By words an ds, since 1961 Xerox has threatened 
patent infringement i vation against others 
manufacture a plain paper office copier. sari 
cluded those expressed to SCM; and those 
Xerox's chief executive officer in 1963 when bia sta 
in the light of Xerox's patent position, anyone w ho desire 
to seck the path of manufacturing plain paper office copiers 
had to tread that path with Xerox. Xerox’s words that it 
would vigorously enforce its strong patent position a 
any potential n rer of plain paper 
were support: dé y the execution of its policy 
“strengthening its pate osition” by amassing and secur- 
ing many hundreds of additi i 
rot used by Nerox in its own copiers but which have the 
effect of blocking others. 
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93. Xerox's direct and im li 
ent enforcement with respc 
have had a chilling effect in restraining potential competi 
tion. pg threats were not a lawful exercise of 
rights, but an clement in Nerox’s overall monopo 
of the axil and technology of plain paper office copyi 
and therefore, its monopoliza tion of the manufacture ani 
marketing of plain paper office copiers. Those threats were 
an additional vehicle by which Xerox perpetuated and en- 
larged ifs monopoly, and warned every potential competitor 
that it would be smothered with litigation if it attempted 
to develop and market any plain paper oflice copier. 


94. In 1970 when IBM introduced its first plain paper 
office copier, and in 1972 when Litton introduced its plxin 
paper office pee Xerox commenced and has since main- 
tained burdensome patent infringement actions against 
them. 


%. On April At, 1970, 1M announced and introdueed its 
IBM Copier 1, That plain paper office copier has a speed 
of G00 copies per hour and was designed primarily for 
medium monthly usage and to compete with Neron’s “first 
generation” copiers, 


% 


96. On the same day, Xerox commenced a federal action 
against TM alleging that the IBM Copier I infringed 
tiventy-two of Xerox’s United States patents. Shortly 
thereaft¢ r, Nerox amended o reduce tle num- 
ber of allegedly infringed patents to eleven. 


its complaint t 


The continuing dircet importance of the patents 
acquired under the Battelle agreement fourteen years be- 
fore, is shown in that action. 5S 1c twenty-two, and 
opp, je.shown ao 
Soue of the cleven of 
the patent application 
chased by Xerox fron 
1956 agreement. 


98, ‘The 

pending wud has en broadened by 12M to include an at- 
tack by it against the validity and enforceability of the 
patents involved. The litigation has alreacy involved very 
substantial efforts by the personnel and attorneys each 
of thie j i 
Althoug 
directed conip! 
the greatest 

mination of tha 


+ distant. 


marues 


} 
‘ 


} 
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99, While 
Xerox in pate 
lime and to make 
ment to cha 
pendency © iat litigation with its attendant 
others have been or are able to follow the saine course of 
action. 


72, Nerox commenced a patent in- 
fringement action against Litton Industries regarding Lit- 
ton’s plain paper office copier, the Royal ond Copier. 
Xerox claimed that Litton infringed three of its patents, 
two of which were-purehased by Xerox from Battelle. 
Also, two of those three patents are not used by Xerox 
in any of its plain paper office copiers. 


101. Xerox’s threats of patent litigation, and its ful- 
fillment of those threats as constituting additional bar- 
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riers against competitive entry 1s also Shown (a) 
pending patent litigation agains i 
Rank-Nerox's pending patent 

Kingdom and France agaims 

group, all conces 

more fully he 

and 
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ment 


The Ilusory Nature of Xerox's Offers in 1970 to Grant 
Licenses as to Three, and in 1973 as to Four of Its 
Patents Insofar as They Relate to Plain Paper Office 
Copying 


1¢ 
men 
marketing 
office copyin: 


104. In 1970, Nerox ann eed an offer to grant patent 
licenses with resp¢ hree of its patents relating to plain 


paper office cop) ing and xerography. 


103. ‘The announcement ereated only the illusion of 
Xerox’s willingness to permit others to gain access to the 
skill and technology of plain paper office copying in order 
to compete. In fact, from a technological, economic and 
competitive standpoint, the grant of such licenses would 
not produce that effect. 


106. In early 1971, Xerox offered to SCM (and told 
SCM it was offering to others), a ‘'standard’’ license 
agreement with respect to each of three U.S. patents: the 


in 1975) on an ap 
issued in 1961 (ex- 


and the 


1993; 


1964 (expiring in 19$1) 


,] 


speed of ev 


marketed by 


offered, ace fand u one, tv yr three of the tendere 
license agreements, it would be uired ‘ 
of copiers havir 


hour, and 12% or 24% or 


to pay a 


aving higher speeds 


) Acceptance of Xerox’s offers would not have 
re of plain paper office copiers free 


%® 


27 


from the threat of onerous patent litigation bas 
many other patent x's patent armory. 


" 7 


(b) Even if the oO e old technolo 
in the three patent vnich heenses were 
permit the manufac 


mode! 


modes 


of thi 
compett 
exc 


Ms. While 
het] 


Met 


¥% 


patents, ¢ 
comprctiths 
technolor 
ferred in 
which Ncrox 
search 3 

by com 
ment, and 


j} 
| 


‘ 


preset ntly » 
{ime a 
been eliminated 


114. Even if the licensing of the three patents 
to SCM in 1971 would have permitted the manufac 
marketing of a plain paper office copicr, it came 
eight years too late from a compc lilive or econo: 


point , 


115. By reason of the facts and cirewmstances alleged in 
this complaint concerning Nerox's exclusionary exploitation 
of the skill and technology involved in plain paper office 
copying and its attempts to preserve that position, its of 
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pat nt 


several of th 


vious license offers, ineludh 


lack of protectién against the many other patent in 
Xerox’s armory, and the ilint market obsolescence of 
of the off atents which embody old technol 


Any 
y rate has been reduced (but re 
and burdensome), and although the 


v with respect to plain paper office cop 


jcrs his 
been 
to Acro 
run bef 
tern 
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Xerox's Perpetuation of its World-Wide Contro!l Over 
the Skill, Technology, Manufacture and Marketing of 
Plain Paper Office Copiers by Agreements with Third 
Partics in Unlawful Restraint and Monopolization of 


American Interstate, and Foreign Commerce. 
- Cc 


195, Since 1956, by agreements and in concert and combi- 
nation with third parties, Xerox has maintained and per 


petuated world wide control over the skill and technology 


involved in the manufacture of plain paper office copiers. 
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‘ 

The foundation of such world-wide contro! was the United 
States and forcign patents and the technical know-how 
‘acquired by Xerox from Battelle, Horizons and others. As 
a result, Nerox, in concert and combination with third 
partics, has maintained a world-wide monopoly over the 
manufacture and marketing of plain paper office copiers 
throughout the world, from which, apart from its domestic 
profits, it has realized hundreds of millions of dollars of 
additional profits. 


12G. Xerox’s world-wide monopoly in concert and combi- 
nation with others over the skill and technology with respect 
to plain paper office copiers has suppressed and restrained 
American interstate and foreign trade and commerce. Po- 
tential American competitors including SCM (which, in 
other countries, markets coated paper office copicrs manu- 
factured in the United States), have been restrained from 
manufacturing plain paper office copiers in the United 
States for export and marketing in foreign countries. 
Potential American competitors have also been restrained 
from making investments for the manufacture and mar- 
keting of plain paper office copiers in foreign countries. 


127. In 1956, Xerox and The Rank Organisation, Limited 
(“Rank, Ltd.”), a United Kingdom corporation, by agree- 
ment organized Rank-Xcrox, Limited, another United 
Kingdom corporation. Rank-Xerox was organized ini- 
tially to develop xerography commercially in all countries 
of the world except the United States and Canada. Fifty 
per cent of Rank-Nerox’s voting securities were issued to 
Xerox jn return for: 


(a) an assignment or exclusive license by Xerox to 
Rank-Xerox of its xerographic patents and patent applica- 
tions issucd and filed outside of the United States and 
Canada; 


(b) an agreement by Xerox to assign or exclu- 
sively license to Rank-Xerox such xerographie patents and 
patent applications issued or filed outside the United States 
and Canada as Xerox might subsequently obtain or acquire ; 


(c) other teelinical information and know-how con- 
tributed by Nerox to Rank-Xerox relating to xerography ; 
and 


‘ 


ye _ 
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(a) cash capital contributions to Rank-Xcrox by 
Xerox. 
128. The other 5054 of Rank-XNerox’s voting securitics 
were issued to Rank, Ltd., and its affiliates, in return for 
eash capital contributions by them. 


129. Xerox and Rank, Ltd. each owned 505% of the 
voting securities of Rank-Nerox from 1956 until 1 December 
1969. At that latter time, Xerox and Rank, Ltd. entered 
into an agreement under which Xerox acquired from Rank 
an additional 16¢ of Rank-Xerox’s voting sccuritics. Xerox 
thereby acquired voting control of Rank-Xerox. 


130. Fuji-Xerox, Ltd. is a Japanese corporation and 
was organized in 1960 by Rank-Xerox and Fuji Photo Tilin 
Co., Lid. of Japan. Since 1960, Fuji-Xerox has developed 
xerographic United States and foreign patents a and other 
technical information which it ge licensed to Xerox and 
Rank-Xerox under agreements with them, and as more 
fully alleged below, in accordance with their world-wide 
division of territories. 

i 

131. Pursuant to the agreements made in 1956 and since 
that time among Nerox, Rank, Ltd., Rank-Xerox, Fuji 
Photo and Fuji-Nerox, those five separate corporate entities 
have by concert and agreement, maintained and perpetu- 
ated exclusive control over the skill and technology of plain 
paper office copiers throughout the world through their 
ownership and control of patent rights, and the assignment 
of those rights among themselves. 


132. Between 1956 and 1965, most of the foreign patents 
involved, or the applications on which patents subsequently 
issued, were acquired by Xerox from Battelle, Horizons 
and others, and in turn assigned or licensed by Xerox to 
Rank-Nerox and ultimately to Fuji-Xerox. 


123. Pursuant to the various agreements among the 
er s concerned, since 1960 Rank-Xerox, and since 1962 
Fuji-Nerox have manufactared and marketed plain paper 
office copicrs in various countries of the world as allocated 
to them under patent rights in those countries. 
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134. In 1972, Rank-Xerox had revenues from its xero- 
graphic business activities totalling about 268 million 
pounds ($700 1 soba on which it had pre-tax profits of 
about 106 million pounds ($275 million). Fuji-Xcrox’s 
revenues and sieht: from its xerographic business activi- 
ties are not presently known to SCM. 


135. Since 1956, the world has been divided among 
Xerox, Rank-Nerox and Fuji-Xerox with respect to pat- 
ented and unpatented skill and technology of plain paper 
copiers owned or controlled by them and thereby the 
facture and marketing of such copiers. 


oflice 
manu 

(a) Since 1956, at the time of its agreement with 
Battelle, Xerox has retained exclusive ownership of all its 
Jnited States and Canadian patents and patent applica- 


tions. 


(b) Since 1956, by assignment or exclusive license 
from Xerox, Rank-Xerox has possessed the sole and exclu- 
sive rizhts to Nerox’s pate nts an ad patent applications is-. 
sued and filed in the various countries in Europe and 
Africa: from 1956 to 1964 it possessed such rights in Cen- 
tral America and South America; and from 1956 to 1960 
it possessed such rights in Asia and the Western Pacific. 


(c) In 1964, Nerox reacquired from Rank-Xerox 
the sole and exelusive rights to Xerox's patents and patent 
applications issued and filed in Central America and South 
America by trading those rights for monetary and other 

4 
t 


consideration conveyed to Rank-Nerox. 


(d) Since 1960, by assignment or exclusive license 
from Nerox to Rank-Nerox and in turn by assigninent or 
exclusive license from Rank-Nerox to it, and by ownership 
of its own patents, Fuji-Xerox has possessed the sole and , 
exclusive rights to Nerox’s and its own patents and patent 
applications issued and filed in various countries through- 
out Asia and the Western Pacific. 


136. The result of the territorial division of the world 
with respect to the use of patents and patent applications 
has been to ereate and perpetuate for each of the com- 
panies involved a monopoly over the manufacture and 
marketing of plain paper office copiers with respect to 
each of the countries in which it has owned or controlled 
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the patents and patent applications issued and filed in that 
country. Nerox, Rank-XNerox and Fuji-Xerox have each 
restricted its inarketing of plain paper office copiers to its 
assigned territories. 


137. Rank-Ncerox’s ability to manufacture and sell xero- 
graphic equipment, as Xerox asserted in 1973, ‘‘has at all 
times been and continues to be attributable to the patents 
and technological know-how contributed by Xerox.’? 


138. Xerox’s contribution of patents and technical know- 
how to Rank-Nerox and to Fuji-Xerox constituted Ameri- 
ean forcign commerce. That contribution has constituted 
the export by an Anirican corporation of American-owned 
teclinological assets to foreign corporations under various 
agreements entered into since 1956. 


139. As part of Xcrox’s monopolization of the ime and 
technology of plain paper office copying throughout the 
world, and as part of its program of threatening and main- 
taining - itent litigation more fully alleged in paragrap hs 
92-100 above, Xerox has ins tituted, ind there is pending, 


i 
patent intr ngement litigation against IBM in Canada with 


respect to IDAL’s plain paper copiers. 


140. As part of that world-wide monopolization of the 
skill and technology of plain paper office copying, and as 
part of that program concerning patent litigation, in con- 
cert and combination with Xerox, Rank-Nerox in 1973 insti- 
tuted patent infringement proceedings in the United King- 
dom and in France against companies in the Gestetner 
group conce rning the Gestetner FB 12 plain paper office 
copier. 


141. As part of that world-wide monopolization of the 
skill and technology of plain paper office copying, as a con- 
dition for gr: ting Savin Business Machines Corp. a United 
States patent license with respect to coated paper office 
copying by xerographic means, Xerox required Savin and 
Rank-Xerox to cancel a patent license which Rank-Nerox 
had previously granted in its territory to Savin with re- 
spect to plain paper office copying. 


142. Xerox has created and is maintaining by agreement 
and in combination and concert with others a world-wide 
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cartel tion of the skill and technology involved in plain 
paper ice copying, and thereby a world-wide cai telization 
of th manufacture and marketing of plain paper office 
copicr.. Such world-wide cartelization has been and is be- 
ing wurtured by Nerox as a deliberate policy, for its own 
profit, o exclude and having the effect of excluding com- 
petition with respect to plain paper office copiers through- 
out the world in restraint of American interstate and for- 
eign commerce. 


Relicf and Proceedings With Respect to SCM’s First Claim. 


142. To the extent appropriate under FRCP Rule 56, 
or after trial. the Court should declare that Xerox’s act 
and practices alleged in this First Claim are illegal and 


against public policy and that 


(a) they violate Section 2 of the Sherman Act in- 
dependently of any other violation of law; 


they involve any contracts, 
or concerted action with any 
ts thereof, they violate Section J 


ntly o y other violation 


(c) to the extent they involve any agreements re- 
Jating to acquisitions of patents, patent applications, tech- 
nical information, rer assets, or stock, or any effects 
thereof, they constitute a violation of Section 7 of the 
Clayton 


144. After adjudication of Xerox’s violations of law, 
and after consideration of the present and prospective 
effects of such violations, the Court should fashion and 
grant the necessary 2nd appropriate remedial injunctive 


relief so that: 


(a) competition with respect to the skill, techi- 
nology, manufacture and marketing of plain paper office 
copiers in Amcriean interstate ane foreign commerce will 
be pricd open and establish d; 

(b) SCM and others will be afforded a ful] and fair 
opportunity to compete at the research, manufacturing 
and marketing levels; 
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(c) users of plain paper office copiers and the 
publie will have the benefits of full and fair competition 
at cach of those levels; and 

(d) the present and prosp¢ ctive effects of Xerox’s 
monopolist ornitinn anil anticompetitin 
lices will he effectively and perman 


and prac- 


145. The remedial injunctive relief 
} 


hose objectives must necessarily be fashioned and gran 
in light of the facts as they exist after 
of Xerox’s violations of law. Because 


and prospective irreparab 

tial and act j 

cause of the enormous potential growth in deman 
lies ahead fou ~~ paper office copying (which Xcrox 
has forecast), pretrial proceedings; summal 
judication of Xe rox’s violations a a a 

for preliminary injunctiy 

tion of the permanent 

this First Claim, shoulc 

tent possible. 


A. Permanent Relief 
146. At the 


lion, assuming 
in this bie 
relief s 

graph: 

graph 160. 


147. First, Xerox should be required to divest it tself of 
all of its sy patents, {echnical and manufacturing 
facilities and assets in the field of xerography. It should 
be required to create two or more wholly separate and 
independent companies, properly staffed and financed, to 
own and operate those facilities and assets as they may be 
nphelinet eee divided. Thereafter, such new research and 
manufacturing companies (collectively referred to as the 
“New Manufacturing Companies’’) would carry on those 
activities in the field of xerography. 


148. The creation of two or more such new manufac- 
turing companies is necessary since the monolithic and 
monopolistic character at the research and manufacturing 
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levels, and the effects of Xerox’s anti-competitive acts and 
’ i 
practices at the Is, will remain, or tend to remain for 


4 
if only a single new manufacturing 


ve 
a much longer period 


company were 


149. The creation of the New Manufacturi 
will produce compet) i between or 
research and manufacturing levels 

1 S present 


to grant to SCM a ‘y pot 1 and actual compeli- 
tors and } ; 


a } tis lves 
tice for the life of cach patent, all of the claims contain 


non-exclusive licenses to prac- 
in the United Stutes and foreign patents and patent appli 
ealions owned or controlled by them during that period; 

(b) on a reasonable basis to furnish SCM and other 
potential and actual competitors with other technical in- 
formation and assistance with respect to the manufacture 
of plain paper ofiee copiers as may be necessary and rea- 
sonably requested; 


(c) on a reasonable method of allocation as deter- 
mined by the Court, to make available for sale to qualified 
marketers, as the Court determines, the various models of 
plain paper office copiers, and replacement parts, which 
they manufacture; and 
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(d) to make those sales at reasonable prices based 
on a formula as determined by the Court which provides 
the New Manufacturing Companies with a reasonable profit 
in relation to cost. 


152. Third, the New Manufacturing Companies should 
be enjoined for a period of ten years from engaging in any 
marketing activities with respect to plain paper office 
copiers oth an those described in subparagraphs 151(c¢) 
and (d). 


153. Fourth, the “G Marketing Companies should be 
enjoined for a period of ten years with respect to plain 
] 2 j 
pape oflice « Opiers froin engaging mn any) research or manu- 
facturing; and for a period ast five years from ex- 
manding any of Nerox’s present ting and service 
panding any of Xe) present ting and serv 


facilitics and the prescnt number o 
in those activities. 


arte 
narine 


i 
f its personnel engaged 


oe 


154. Fifth, all agreements by Xerox with any third 
parties which are presently in effect, under which Xerox 
obtains or possesses the right to oblain patents, patent 
applications or technical information in the field of xerog- 
raphy, should be declared illegal and of no further force 
and effect. The Nev Ww Manufacturi i Companies should be 
enjoined for a period of ten years from entering into any 
exclusive agreement with any third party, under which sucl 
new companies would obtain exclusive ownership or 
over any sucl assets or rights 


Sixth, all agreements by Xerox with Rank-Xerox, 
Fuji-Xcrox and any of their subsidiaries or affiliates, wider 
which the rights to foreign patents and patent applications 
have been or will be licensed or assigned, should be de- 
clared ill gal and of no further force and effect. The New 
Manufacturing Companies should be enjoined for a period 
of ten years ‘frot n entering into any agreement with those 
companics under which they obtain any exclusive rights 
with respect to any foreign patents or patent applications, 
or any technical information or assistance 


156. Seventh, Xerox should be required to divest itself 
of any stock ownership or interest in Rank-Xerox, Fuji- 
Xerox and any of their subsidiaries and afMliates. The New 
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Manufacturing Companies and the New Marketing Com- 
enjoined for a period of ten years 
from aequiring in wl f any other 
company engayed in activities involving the skill, tech- 
acture or marketing of plain paper office 


. a ’ 
copiers, or from acquiring any other companys 


panies should each b 
} i] 


‘ 
ole or in part the stock of 
; j 
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nology, manu 
which are involved in, or related to, those activities. 
ets or stock to any 


a. Pp 
+" 


so engaged should likewise be enjoined for 
agreements described in paragraphs 
concerning post-employment restriction: 
field of xerography, 
further force 


enjoined 


(a) to enable 
to continue Nerox’s 
levels & 
facilities in 
and inerea 
office copier 
needed fo1 


(c) to afford SCM anc ers a fair opportunity to 


develop sufficient market shares which will stimulate com- 
petition and justify substantial investment by SCM and 


others in research and manvfacturing facilities 


(d) ultimately and permanently to eliminate the 
technological lead wit ain paper office copiers 


and xerography which Nerox possesses; 


(c) ultimately and permanently to eliminate the 
effects of Xerox’s monopolistic position and its anticom- 
petitive acts and practices with respect to plain paper office 
copiers; and 
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(f) ultimately and oes rmanently to produce 
fair’ competition in American interstate and foreigy 


appro} 

as may be required 
judg 

full 

ing and 

intei 


B. Preliminary Relief During the Pendency of This Action. 


160. During th 
enjoimed from thi 
patent 
Fcspret 
and market play 
turing "oni ani 
nently, exeep 


, 
- of this 


patent licen 
and condit 


161. During the pendency of this actior Xerox shoul 
be enjoined or stayed f i 
taining any other 
SCM’s present and future efforts 
paper office copiers, or which migh 
ration of thi i 


162. During the pendency of this action Nerox should be 
mandatorily enjoined to erant SCM a license with respect 
to all the United States pate its and patent applications 
it owns or — a0 udic — of vga past oe 
it . 
15i(a) ¢ ‘hether | ieense agree ‘Se ov a ity’ Sie 
or whet sa it shonld hear a reasonable royalty rate; and 
whether and to what extent any royalty rate deereed by 
the Court should be applied retroactively. 


1¢ pendency of this action, Xerox should 


or attempting to enforce the 


generally ; 
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Vols 


SCM’'s Sucoxnp Cram: Fon Trevi: Damacrs 


SCM’s Damares by Reason of Xerox's Unlawful Monopoliza- 
Practices in Restraint of Competition 
and Technolory, and Therefore 


keting, of Plain Paper Office 


to 142 


sed damage 

CM because they ete ic] iers against entry 

restrained S crican interstate and foreign 
comnerce: 


(a) from manufacturing and marke 


office copier 


: ren 


plain paper office copiers; and 
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(ce) from carning profits from the conduct of such 
busines: 


168. 1 
SCM ha 


S145 million; 
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uunin’ 3 


int 


cond Claim 


renee 


reason 


is solely for injunetis 
and urreney to SCM 


BCI you 


whieh, SCM and other: 


’ 
paper office copying during 
and whether, and to what extent, users of office coy 


the public generally may sceure the he 


in connection with plain pa ce copying. 


(b) Tt is reasoiiable to anticipate that if the Fed- 
eval Trade Commission in its pending action against 


Xerox is ultimately successful in securing injunctive relief 
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Fon Drecanatony 


Rrouwe Wire I 
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The 1968 and 1964 License Agreements Between Xerox 
and SCM as to Coated Paper and Coated Paper Office 
Copiers. 


172 On 
patent liees 
and sub) 


to coated 


that April 6, 196 
subject to a fic 
coated paper 
granted a license 


Hemisphere pa 
nolds ‘006 patent. 


174. On or about May 26, 1971, SCAL gave notic 
ing of its enncellation of the June 3, 1965 agreement, Until 
that time, SCM had paid royaltics to Nerox under the 
April 6, 1964 and June 6 1968 agrecinents in the total 


’ 
amount of $659,192.62. 


175. It is Xerox’s claim that the direct electrostatic 
method employing zinc oxide as a photoconductor, used 
since 1962 in the manufacture of coated paper office copiers 
and coated paper marketed by SCM, infringed the Middle- 
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ton-Reynolds 006 patent; and that absent a license from 

Xerox, such infringement violates Nerox’s patent rights 
‘entitling it to injunctive and damage relicf. Although 
Xerox claims that the agreement of June 3, 1968 remains 
in effect, it has not, as of this date, commenced any action 
against SCM for royaltics since October ], 1970 based 
upon any claim of breach of contract; nor has it commenced 
any action against SCM as of this time for any alleged 
infringement. 


The Invalidity, Unenforceability and Fraudulent Procure- 
ment of the Middleton-Reynolds 006 Patent 


17G. The Middleton-Reynolds ’006 patent is invalid and 
unenforceable, and was procured by fraud and has been 
enforced in violation of the patent and antitrust Jaws: 


(a) for each of the reasons alleged by Dennison 
Manufacturing Co., Nashua Corporation, Saxon Business 
Products, Inc., Litton Industries, Inc. Litton usiness 
Systems, Inc. and Litton Systems, Ine. in their various 
presently pending litigations with Xerox Xerox Corp. v. 
Dennison Manufacturing Co., G7 Civ. 3302 in the Southern 
District of New York; Xerox Corp. v. Nashua Corp., 69 
Civ. 546 in the same court; Xerox Corp. v. Saxon Business 
Products, Inc., 71 Civ. 2650 in the same court; and Xerox 
Corp. vy. Litton Industries, Inc., Litton Systems, Inc. v. 
Xerox Corp. and Litton Business Systems, Inc. v. Xerox 
Corp., all commenced in 1972, Civil Nos. 15,705, 15,136 and 
15,187 in the District of Connecticut) ; 


(b) by reason of Nerox’s acquisition and unlawful 
attempted enforcement of the Middleton-Reynolds 006 
patent and other patents purchased by Xerox under the 
1956 Battelle agreement, as alleged in the First Claim; and 


(c) by reason of Xerox’s imposition of field-of-use 
restrictious in its licenses with SCM and others of the 
Middleton-Reynolds °006 patent and other xerograplic 
petents which, alone or together with Xerox’s other acts 
and practices as alleged in the First Claim, had the effect 
of restraining and excluding SCM and others from com- 
peling with Xerox in the manufacture and marketing of 
plain paper office copiers. 
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Relicf and Proceedings With Respect to SCM’s Third Claim 


177. Under 28 U.S.C. § 2201 and the patent laws of the 
United States, and by reason of the existence of a case of 
actual controversy between the parties with respect to the 
matters involved, this Court should enter final judgment 
declaring that: 


(a) the Middleton-Reynolds ’006 patent is invalid 
and unenforceable and was procured hy fraud; and 


(b) under the June 3, 1963 agreement or otherwise, 
SCM is not obligated to pay and Xerox is not entitled to 
recover any further royaltics or other relief with respect 
to any claimed breach of that agreement or any claimed 
infringement of the Middleton-Reynolds ’006 patent. 


178. SCM is entitled under 15 U.S.C. §15 to threefold 
the damages suffered by it by reason of Xerox’s fraudulent 
procurement of the Middleton-Reynolds ’006 patent, and its 
enforcement of that fraudulently procured patent against 
SCM by the extraction of royalty payn.cats in violation of 
Sections 1 and 2 of the Sherman Act, because such enforce- 
ment has had the effect of unreasonably restraining or of 
monopolizing or attempting to monopolize the manufacture 
and marketing of coated paper office copiers and coated 
paper. SCM should recover from Xerox threefold the 
amount of at least $612,116.97 of the royalties paid by 
SCM to Xcrox, together with the costs of obtaining such 
judgment, including reasonable attorncys’ fees. 


179. Xerox should be permanently enjoined from en- 
forcing the Middleton-Reynolds ’006 patent. 


180. Pretrial and trial proceedings with respect to this 
Third Claim should be held in abeyance or stayed until final 
adjudication of the previously commenced and presently 
pending litigations between Xerox and Dennison Manufac- 
turing Co., Nashua Corp., Saxon Business Products, Inc., 
Litton Industries, Ine., Litton Business Systems, Inc. and 
Litton Systems, Inc.: + 


(a) because of the collateral estoppel effect in this 
actior of any judgment adverse to Xerox with respect to 
the invalidity, unenforceability or fraudulent procurement 
of the Middleton-Reynolds '006 patent in any one or more 
of those liligations; and 
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(b) in the interests . the orderly administration 
of asia und the avoidanee of tal unnecessary and 
‘burdensome litigation with beaua to many of the issues 
raisec rae this Third Claim. 


181. Pretrial and trial proceedings with respect to this 
Third Claim shonld be held in abeyance or stayed until 
adjudication of the Fi m for reasons similar to those 
alleged in paragraph 1 h respeet to the Second Claim. 


Wuereronn, this Court should grant the interlocutory 
and permanent relief requested with respect to each of 
the claims ju {lis complaint; the damages sought with re- 
spect to the Second and Third Claims; the disbursemeats, 
altorneys’ fees and other costs as are &llowable in Jaw and 
in equity; and such cther and further relief as this Court 
decins just and proper as t 
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XEROX CORPORATION, 
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Maintained and E1 £ ts ; aired } Mon = 
oly Power and Unlawfu a ate :d Competi- 
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Manufacture an 

Office Copiers 


The Unlawful Effects of Xerox's Acts and Prac- 
tices and Violations of Law 
Relief With Respect to SCAM’s 

A. Permanent Relief 


B. Preliminary Relief During the Pendency of 
This fotion 


SCM’s Secoxp Cais: For Treble Damages 


SCM’s Damages by Reason of Xerox’s Unlawful 
Monopolization and Acts and Practices in Re- 
straint of Trade and Co-npetition with Respect 
to the Skill and Technology and Manufacture 
and Marketing of Plain Paper Office Copiers .. 


INDEX TO COMPLAINT 


c 


SCM’s Tramp Cramt: For Declaratory, Injuncti 
and Dama: iclief With Respect to the Midd 
ton-Reynolds ‘006 Patent ........ 


The 1968S and 1964 License Agreements Between 
Xerox and as to Coated Paper 
Coated Pa; ‘opi 

The Invalidity, Unenforecability and Frauduler 
Procurement of the Middleton-Reynolds ’006 


Patent 


Relief With 


United States District Court 
FOR THE DISTRICT OF CONNECTICUT 


Plaintiff, 


against Civil No. 


CORPO 


AMENDED COMPLAINT 


Plaintiff SCM Corporation (‘‘SCM’’), by its attorneys, 
for its amended complaint against Xerox Corporation 
(“Xerox”), on knowledge as to matters pertaining to itself 
and on information and icf as to all other matters, 
alleges: : 


Jurisdiction, Venue and the Parties 


1. This action concerns the acts and practices of Xerox 
and their effects by which, in interstate and American for- 


eign commerce: 


(a) Xerox has, in violation of Section 2 ¢ 
man Act (15 U.S.C. § 2), monopolized and atte 


conspired to monopolize the skill a cchnology a 


ssa ae 


eetnre and marc ‘ ’ wlain Y Of100 CON 
acture and ma4r.cct 44 plain paper onice ¢ 1¢1 


pickin Sle POPer OMce Somers, 

(b) Xerox has, in violation of Section 1 of the Sher- 
man Act (15 U.S.C. $1), unreasonably restrained trade 
and comm 
and mark 


ce in the skill and technology and ianufacture 
ing of plain paper office copiers through the 
means of acquisition agreements, exclusive dealing agree- 
ments, cross-licenses, grant-back agreements, joint ven- 
tures, restrictive employment agreements, and other con- 
tracts, agrcements, conspiracies and combinations; and 


c 


) 
i 
4; 


(c) Xerox has, in violation of Section 7 of the Clay- 
ton Act (15 U.S.C. $18), made acquisitions of patented 
and unpatented technology, other assets and stock, having 
the prebable effect of substantially lessening competition 

or tending to create a inonopoly in the skill and technology 


ae 
Vide y nperter 


dS inihen of 


cr 
“plain peer ef ee 


top ae” 


D 
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and manufacture and marketing of plain paper office 


copiers. 


9 ‘This Court has jurisdiction of tig action to adjudi- 
cate SCM *s chiims fon ijunehive Ve lief and damages under 
Soctians 4 and 16 of the Clayton Act (15 U.S.C. §$ 15 and 
26), im these, liy renson of Nerox's viola {ions va Sections 1 
and 2 of the Sherman Act and Section 7 of the Clayton Act, 
SCM has been injured in ifs business or prope fe and ¢cou- 


{innes to suffer irreparable injury. ’ 


3. The acts and practices of Xerox alleged in this com 
plaint have been committed in interstate commerce and in 
American tones commerce. 


4. Venne is properly in thi trict under Section 12 of 
the Clavton Act (15 U.S.C. 9: wause Xerox is found 
and transacts business and its executive offices are located 
Within this judicial district. 


5. Xerox and SCM are — ations organized and ex- 
isting under the laws of the State of New y York, Secs is 
cugaged in the manufacture ry marketing of plain paper 
office copiers. SCM is engaged in the manufacture and 
marketing of coated paper office copiers and has attempted 
and is altempting to develop and market plain paper office 
copiers. 

SCM’s Finst Chaim: For Prosrective [xa uncrive 
Reurer Acawssr Xenox's Monopottstic anp ANTI- 
compreritive Acts axp Practices 


XMerox’s Monopoly Position With Respect to the Skill, 


Technology, Manufacture and Marketing of Plain Paper 
Office Copiers. 


6. Plain paper office copiers are office machines which 
convenientiy and cleanly produce copies of documents on 
plain or bond paper without the use of stencils, spirit 
or offset masters 


7. Generally, users of office copiers strongly prefer 
plain paper office copiers to coated paper office copiers 
(office machines which imake copies on specially treated 
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nically coated paper), because of the better appear- 
i isability and other features of plain or bond 


ever known to m anufac- 
ish Ah ips ste 

give n in 1948 by Bat- 

le Development Cor- 

ferred to as Battelle”) to 
ctrostatic means, regard- 


loc. 


ments on plain 


ul 
} 
| 


ally coated paper 

h; nate $. » name used since 1948 by 
Xerox (then known as Haloid), and used in this i 
to refer to sue] i i 


manufactur 
factured by Nerox and any- 


The skill and technology of plai pal ‘r office copy- 

the manufacture of plain pape ‘copiers, and thie 
marketing of plain paper ofhce ar are each a separate 
“part of trade or commerce” and “line of os under 
Section 2 of the Sherman Act and Seetion 7 of the Clayton 
Act, respectively, and involve a substantial prince. of 
“trade or commerce” under Section 1 of the Sherman Act. 


11. From 1960 (when Xerox introduced its first plain 
paper office copier) until 1970, Nerox was the sole mann- 


facturer_ and keter of plain pares office copiers. Since 
1970 other “conipanies have marketed--plain-paper office 
copiers, but their competitive impact has been and con- 
{inues to be minimal. Since 1970 Nerox’s market share of 
the businesses of manufacturing and marketing plain paper 
office copiers has been more than 999% 


12. Xerox’s annual revenues from all of its plain paper 
office copying activities rose from less than $4 million in 
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1960 to more than $1.9 billion i 172, and its annual total 
profits before taxes from those activities rose from less 
than $1 million in 1960 to ahont $550 million in 1972. Its 


total profits before taxes from those activities in the period 
i 


1960-1972 amounted to more than $2.7 billion, of which $1. 
billion was earned in the jod 1960-1970, and of which 
about $1 billion was « in the two years of 1971 and 


1972. ‘ 


13. Xerox's monopolistic position and power with re- 
spect to the manufacture and marketing of plain paper « 

i i t linary growth in its revenues 
and profits Trom hose activities, resulted from its mon 
opolization and exclusionary exploitation of the skill and 
technology of plain paper office copyin g, including the 
xerographie patents which it has owned and controlled 


14. Such monopolization was attained by 1961 or no later 
than 1963 as a direct and inte l result of the adoption and 
implementation by Xerox of is ‘pelle s of acquiring ownt 
ship, control ana use of ii fed and unpatented skill and 
technology of plain paper office copying hae veloped and owned 
by others, and by ifs exclusionary exp) j 
and tec hnology, all as more fully Sans in pa 
to 20. 


15. On that foundation of acquired monopoly power, 
and as the result of the continuing implementation of its 
policies, since 1961 Xerox’s monopolization of the skill and 
technology and the manufacture and marketing of plain 
paper office copiers has been maintained and enlarged by: 
acquisition and aggregation of additional patented and 
unpatented xerographic technology; anticompetitive acts 
and practices; and continuing exclus'vnary exploitation of 
all of the patented and unpatented skill and teclmology 
of plain paper office copying which it had ae and ag- 
gregated; all as more fully alleged in paragraphs 26 and ¢ ai. 


Xerox's Unlawful Acquisitions of Patents and Technology 
from Dattelle, Horizons and Others and Its Control by 1961 
of the Skill and Technology of Plain Paper Office Copying. 


16. Plain paper office-copying and xe rography, owe 
their origins {oTour basic patents issued between 1940 and 


«* 


ively Xo 


21. In 1960, Xerox ente into agreements with Hori 
zons, Ine. under whic] . irchased a munber of 
xerograplic United Stat d foreign patents and patent 
application sine tha ne, and also pursuant to those 
{s, Horizon is engaged in xerographie research 


aBrceemens, 


for Xerox's sole and ext »] fit and use. 


Prior and sub 
use of other 


teclinologs 
panics by 
cross-license, g 
agreeny 

of exclu 

ogy of pl 

others to use 
poses so long as 
copying; ¢ f 


Wit 


vent no later than 1963, Xerox 


had acquired and aggregated a pat iicket of xero 


graphic patents and patent 
and prevented SCM and oth 
engaging in the manufactur 
By such times, Xerox had 


(a) re-established a patent strueture with respect 
io xerography and plain paper office copyin; 
forded it protection alm¢ equalling that which it pos- 
ae 


’ 
sessed during the period of basic patent coverage; 


} 


(b) recreated a powerful patent strneture which 


assured it the right to proceed with ifs own prograins in 
plain paper office copying without much likelihood of being 
blocked by others, while giving it the power to exclude 
and block potential competitors from entry into the busi- 
nesses of manufacturing and marketing plain paper office 


copiers; and 

(c) ensured that no one else could engage in the 
manufacture or marketing of plain paper office copiers with- 
out patent licensing by Xerox. 


Since 1961, Xerox Has Unlawfully Exer: ised, Maintained 
and Enlarged Its Acquired Monopoly Power and Unlawfully 
Restrained Competition With Respect to the Skill, Tech- 
nology, Manufacture and Marketing of Plain Paper Office 


' 


poly and anti-competi 
hieved Vai spect to 
/ i pe ; 

of plain paper olive copying as 
has exercised that 


ts prioi 


shave had the actual an able effect 
intended by Nerox) with respect to the 


manufacture and marketing of plain paper 


‘ 


of suppressing, foreclosing and restraming 


why l 
competition by SCM and others; of ereating, maintaining 
and increasing the number, scope and impact of barriers 


to entry and effective competition; and of maintaining and 


increasing the size and scope of Xerox’s monopoly. 


. , 

97, The acts and practices of x« ¢ 1961 (and m 
| 

some respect prior to t] time), ine] vwmong others 

(a) continuing i exel mary exploitation of the 

patented and unpatented skill and t Joy of plain paper 


office copying which if had acquired and j rererated, purpo 
fully to exclude and restrain compr (ition while it carried on 
and enlarged all of its own plain paper olice comer 
activities; 

(b) continuing to acquire, und 


and other agreement: the patented 


(c) acquiring other companies 
nhic technology and the se rvice 


d) requiring its research, § 
] e ’ 


personnel, and since 1970 its managerial ane 


personnel {o execute wrilien re strictive agrecm 
ing or restraining them from engaging in 
{¢ 


activities for any other company following terminahon oF 


employment with Xerox; 


(e) pe 


ices of most of the scientific and technical personnel poss 


wating its exclusivs control over the serv- 


ing skill or experience in xerography, and building a t chnical 
community under its exclusive control which by 1972 included 


about 95% of the world’s personnel proficient in xerography ; 
Sete 


f) enormously expanding its xcrogra hie research 
. © f 
and development facilities and activities and the munber 
of professional and skilled employees engaged in those 
activities; 
(g¢) implementing a policy of concealing unpatented 
* . } ) A 
xerographic skill and technology; 
(h) implementing a poly of proseenting many 
patent applications and obtaining many patent :, solely for 
the purpose of excluding and restraining plain paper office 


copier competition by, among other things: 
(i) re-establishing the patent protection af- 
forded by expiring patents; 


{) 


ott 


9 


(ii) securing ownership or control of ‘block. ac.) 
ing patents”; : 


(iii) further enlarging the patent thicket of 
xerographic patents which it possessed by 1961, and which 279 
presently consists of more than 1600 unexpired United 
States patents, more than 200 pending United States pat- 
ent applications and many thousands of forcign patents 
and patent applications; 


(iv) increasing the difficulty and experise to 37 
others in attempting to design around those patents; and 


(v) increasing the difficulty and risk to others on) 
in attempting to manufacture plain paper office copiers ¢ 
without infringement of those patents; 


(i) using only a small fraction of its patented in- 
ventions and the inventions covered in its patent applica- 
tions in the plain paper office copiers it has manufactured  ¢, 444°} 
and the copiers which it is presently developing, with the ae 
balance of the many patented inventions which it has not 
used having the effect of “blocking patents”; 


(j) refusing to identify the patented inventions it 
claims {o use in each of its plain paper office copiers despite 
its undertaking to do so as set forth on legends it has 
effixcd to those copiers (‘‘Manufactured Under One or 
More U.S. Patents Owned or Controlled by Xerox Corpo- bot 


ration-—-List Supplied on Request’’), for the purpose of 
enting others from dctermining which aspects ‘of its 
¥ offi blic 
domain; 


(k) entering into and maintaining in force various 
restrictive patent license agreements wheredy Xerox li- wn 
censecs have been permitted to use patented xerographic C 
technology only so long as the technology was not used in 
connection with ihe manafacture or marketing of plain 
paper office copiers; 


o 


tro) over the manufacture of plain paper office copiers and ge oN ¢ 


(1) asserting that its patents gave it exclusive con- 


that it was thereby impossible for anyone else, absent a re ¢ 
q » 
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license from Xerox, to manufacture such copiers without 
infringing some of those patents; 


(m) falsely asserting to SCM and others that it 
would give serious consideration to their requests for pat- 
ent licenses with respect to plain paper office copying, when 
in fact it had no intention of giving any such requests any ‘ 
consideration; 


(n) repeatedly refusing to grant tle requests by SCM 

me others for patent licenses with respect to plain paper 

office copying, and refusing until late 1970 to offer any 
plain payer office copying patent licenses; 


(c) in late 1970, and 1973, making only meaningless 
and illusory offers to SCM and others of patent licenses 
at unreasonably high royalty rates with respect to three, 
and then four of its xerographic patents, all of which had 
been acquired from Battelle or Horizons and all of which 
embodied old technology, and in each instance without 
offering any protection against any jniringement action it 
might bring based on its many other patents; 


(p) threatening and maintaining burdensome pat- 
ent infringement litigation against manufacturers and 
marketers of coated paper office copying products using 
xerographic means, and ag st_actnal and. potential plain 
paper office copicr competitors, including §  < 

. eens a . 


(q) developing and manufacturing the models of 
plain paper oflice copiers it introduced between 1969 and 
1965 by primarily wing patented and unpatented tech- 
nology acquired from Battelle, Horizons and others; 


(r) developing and manufacturing the many new 
and improved models of plain paper office copiers it has 
introduced since 1965, and developing the new and inn- 
proved models it presently plans to introduee and inanu- 
facture in the future by continuing to use patented and 
unpatented technology acquired from Battelle, Tlorizous 
and others, together with additional technology it has ag- 
gregated as the result of its own activities; 


(s) greatly expanding its manufacturing and mar- 
keting facilities, personnel and capabilities, and greatly 
expanding its multiple product line during the many years 


BI 


it sheltered itself from any plain papc ° office copier com- 
petition and the few recent years when it has faced only 
minimal compctition ; 


(t) effectuating, maintaining and enlarging since 
1956 the worldwide cartelization and control over the skill 
and technology of plain paper office copying and the 
manufacture and marketing of plain paper office copiers, 
by agreements and a continuing combination and conspir- 
acy with the Rank Organisation, Ltd., Rank-Xerox, Ltd., 
Fuji Photo Filin Co., Ltd. of Japan and Fuji-Xerox, Ltd., 
pursuant to which, among other things: 


(i) a ‘worldwide division’ of exclusive terri- 
tories was effectuated among Xerox, Rank-Xerox and 


Fuji-Xerox, excluding and restraining potential American 


and market plain paper office copiers throughout the 
world; 

(ii) Xerox contributed to Rank-Xerox and 
Fuji-Nerox the patents and technical know-how which has 


copiers, a contribution which constituted the export in 
American foreign commerce of American-owned  tecli- 
nological assets; 

(iii) Xerox and Rank-Xerox obtained access 
to and use of xerographic technology developed by Fuji- 
Xerox; 


(iv) Xerox acquired control of Rank-Rerex: 9 in’ 


(v) Xerox caused Rank-XNerox to cancel, and 
Savin Business Machines Corp. to surrender, the patent 
license which Rank-Nerox had previously granted Savin 
with respect to plain paper office copying as a condition 
to the granting by Xerox to Savin of a United States pat- 
ent license for coated paper office copying by xerographic 
means; 

(vi) Xerox restraincd Rank-Xerox from grant- 
ing plain paper office copying patent heenses to others in 
Rank-Xerox’'s territories; 


(vii) Xerox and Rank-Xerox threatened and 
maintained burdensonie Patent infringement litigation with 
respect to the manufacture of plain payer office copiers by 
others in foreign countries; and 


competitors such as SCM from attempting to manufacture 
a 
& 


enabled them to manufacture and sel) plain paper office 
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(viii) Xerox realized hundreds of millions of 
dollars of profits. 


The Unlawful Effects of Xerox’s Acts and Practices and 
Violations of Law. 


98. The unlawful monopolistic and anticompetitive ef- 
fects of Xerox’s acts and practices as alleged in this com- 
plaint have been and are, among other things, that: 


(a) Xerox acquired, and tlereafter exercised, 
monopolistic and anticoinpetitive power with respect te 
the skill and technology and the manufacture and marke 
ing of plain pap: office copiers; 


(b) Xero eluded and restrained potential com- 
petitors includin;, *.CM from engaging in the manufacture 
and marketing of plain paper office copiers; 

(c) Xerox faced no plain paper office copier competi- 
tion from 1960 to 1970 and it has faced only minimal plain 
paper office copier competition since 1970; 


(a) Xerox has exercised its ability to determine and 
control the pace and direction of scientific inquiry and en- 
deavor in xerography and the skill and tecl nology of plain 
paper office copying, in large part free from the influence of 
the competitive efforts of others; 


(e) research and development by others with respect 
to the skill and technology and the manufacture of plain paper 
office copying has been restrained ; 


(f) Xerox has excluded, restrained and hampered 
potential and actual competitors from seeking to compete 
for and to obtain the benefits of the services of most of the 
world’s personnel who have technical competence and experi- 
ence in xerography ; 


(g) Xerox has preserved and enlarged its technologi- 
cal lead, its development, engineering and manufacturing 
lead, its marketing lead, and its monopolistic, manufacturing 
and marketing power with respect to plain paper office 
copiers; 


(h) potential and actual plain paper office copier 
competitors face the risk of early obsolescence of their 
copiers ; ' 
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(i) Xerox has assured itself of the patronage for 
many years {o come of most users of plain paper office 
copiers; 

(j) Xerox has secured the many advantages of a 
multi-billion dollar business organization having new and 
extensive research, manufacturing and marketing facili- 
fics; widespread customer acceptance of its plain paper 
oflice copier preducts; highly developed customer comnee- 
tions; large numbers of skilled and experienced personnel ; 


and great research, manufacturing and marketing power; 
> > ? 


and such advantages are great barriers to competition and 


competitive entry; and 


(k) Xerox has excluded and restrained American 
foreign commerce with respect to the skill and technology 
and manufacture and marketing of plain paper 
copiers; and ] -xeluded and restrained the export of 
American- manufactured plain paper office cepiers by others 
to foreign itries throughout the world. 


by Acrox validly issued, Nerox’s 


and t'eir efiects : 


(a) violate Section 2 of the Sherman Act, since by 
reason of those acts and practices, Xerox has monopolized 


and attempted and conspired to monopolize interstate and 


American foreign commerce in the skill and technology and 
the manufacture and marketing of plain paper office 


copiers; 


(b) violate Section 1 of the Sherman Act té the 
extent that such acts and practices have involved agree- 
ments, contracts, conspiracies or combinations, which have 
unreasonably restrained trade or commerce by excluding 
and restraining competitors and potential competitors in 
interstate and American foreign conimerce from gaining 
necess to and use of the skill and technology of plain paper 
office copying and by excluding and restraining compe! ition 
with respect to the manufacture and marketing of plain 
paper ofiice copiers; and 


(ce) violate Section 7 of the Clayton Act to the ox- 
tent such acts and practices have involved the acquisition 
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or purchase of patented and unpatented technology, other 
assets and stock, since their probable effects have been sub- 
stantially to lessen competition or tend to create a monop- 
oly in interstate and American foreign commerce with 
respect to the skill and technology and the manufacture and 
marketing of plain paper oflice copiers. 


30. Unless Nerox’s acts and practices as alleged in this 
complaint are declared to be against public policy and 
illegal, and unless they are enjoined and far-reaching 


remedial injunctive relief is granted, so that the effects 


of such policies and acts and practices are dissipated 
and nullified during the pendency of this action and 


permanently: 


(a) SCM and other potential and actual plain paper 
office copier competiiors will continue to be irreparably 


injured; 


(h) the hundreds of thousands of users of plain 
paper office copiers (including state and federal govern- 
mental agencies, business and professional organizations, 
and educational and charitable institutions), and the public, 
will be deprived of the benefits of competition and will con- 
tinue to bear the burden of Xerox’s anticompetitive and 
moncpolistic acts and practices; 


(c) plain paper office copier competition will con- 
tinue to be restrained and the establishment of full and 
fair competition will be prevented. 


Relief With Respect to SCM’s First Claim. 


A, Permanent Relief 
’ 

31. The Court should declare that Nerox’s acts and 
practices alleged in this First Claim are illegal and against 
public policy and that as alleged in paragraph 29, they 
violate Sections 1 and 2 of the Sherman Act and Section 
7 of the Clayton Act. 


32. After adjudication of Xerox's violations of law, 
and after consideration of the present and prospective 
effects of such violations, the Court should fashion and 
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grant the necessary and appropriate remedial injunctive 
relief so that: 


(a) full and fair competition with respect to the 
skill, technology, manufacture and marketing of plain 


paper oflice copiers in American interstate and foreign 
comuerce will be established ; 


(b) SCM and others will be afforded a full and fair 
opportunity to compete at the research, manufacturing 


and marketing levels; 


users of plain paper office copiers and the 
have the benefits of full and fair competition 


els; and 


tive effects of Xerox’s 
petitive acts and prac- 
ently eliminated. 


required to achieve 
\ ashioned and granted 
he facts as they exist after the adjudication 
violations of law. Because of the continuing 
and prospective irreparable injury te SCM, other poten- 
tial and actual competitors, users, and the public, the sum- 
mary or trial adjudication of Xerox's violations of law 
and SCM’s prayer for preliminary injunctive relief, and the 
trial adjudication of the permanent relief to be granted with 
should be expedited to the maxi- 

mum extent possible. 


34. Permanent injunctive remedial relief in this action 
should be granted along the lines set forth in paragraplis 
35 to 46, 48 and the second sentence of paragraph 49. 


35. First, Xerox should be required to divest itself of 
all of its research, patents, technical and manufacturing 
facilities and assets in the field of xerography. It should 
be required to create two or more wholly separate and 
independent companies, properly staffed and financed, to 
own and operate those facilities and assets as they may be 
appropriately divided. Thereafter, such new research and 
manufacturing companies (collectively referred to as the 
“New Manufacturing Companies'') would carry on those 
activities in the field of xerography. 
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36. The creation of two or more such new manufac- 
turing companies is necessary since the monolithic and 
monopolistic character at the research and manufacturing 
levels, and the effects of Xerox's anti-competitive acts and 
practices at those levels, will remain for a much longer period 
if only a single new manufacturing company were created. 


37. The ercation of the New Manufacturing Companies 
will produce competition among them at the research and 
manufacturing levels and more speedily negate the effects of 
Xerox’s present position and acts at those levels. 


38 For the same reasons at the marketing and service 
leve's, Xernx’s present marketing and service facilities, 
assets and marketing and service personnel in the field of 
xerography should serve as the fcundation for two or more 
wholly independent marketing and service companies (col- 
lectively referred to as the ‘‘New Marketing Companies’’), 
which Xerox should be required to create. They should 
be properly staffed and financed, to own and operate those 
facilities and assets as may most appropriately be divided. 
The New Marketing Companies should be enjoined, as may 
be appropriate, from engaging in any anticompetitive 
marketing practiccs. 


39. Second, the New Manufacturing Companies should 
be required for a period of ten years: 


(a) ona royalty-free basis (or on a non-discrimina- 
tory reasonable royalty basis if the Court so determines), 
to grant to SCM and — potential and actual competi- 
tors and among themselves, non-exclusive licenses to prac- 
tice for the life of each patent, all of the claims contained 
in the United States and forcign patents and patent appli- 
cations owned or controlled by them during that period; 


(b) on a reasonable basis to furnish SCM and other 
potential and actual competitors with other technical in- 
formation and assistance with respect to the manufacture 
of plain paper office copiers as may be necessary and rea- 
sonably requested; 


(c) on a reasonable method of allocation as deter- 
mined by the Court, to make available for sale to qualified 
marketers, as tle Court determines, the various models of 


4 
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plain paper office copiers, and replacement parts, which 
they manufacture; and 


(d) to make those sales at reasonable prices based 
on a formula as determined by the Court which provides 
the New Manufacturing Companies with a reasonable profit 


in relation to cost. 


40. Third, the New Mannfacturing Companies should 
be enjoined for a period of ten years from engaging in any 
marketing activities wi espect to plain paper office 
copit rs oth a : seribed i u paragraphs 39(¢) 


and (qd). 


41. Fourth, » New keting Companies should be 
enjoined r a period of tin years with respect to plain 
paper office copying from engaging in any re search or manu- 
facturing; and for a period of at least five years from es 
; 
panding any of Xerox’s present marketing and servi 


acilities and (le present number of ifs personnel engag: 


in those activit 


| ae 
42. Fifth, 

and other poten 

maintained unpatented technology relating to plain paper 

office copying and its then existing short and long range plans 

for the manufacture and marketing of plain paper office 


copiers. 


43. Sixth, all agreements by Xerox with any third 
parties which are ~~ in effect, under which Xerox 
obinins or possesses the right to obtain patents, —_— 
applications or technical information in the field of xerog 

raphy, should be declared illegal and of no further force 
and effect. The New Manufacturing Companies should be 
enjoined for a period of ten years from entering into any 
exclusive agreement with any third party, under which such 
new companics would obtain exclusive ownership or control 
over any such assets or rights. 


44. Seventh, all agreements by Xcrox with Rank Xerox, 
Fuji-Xerox and any of their subsidiaries or affiliates, under 
which the rights to foreign patents, spoil applications and 
other xerographic teclmology have been or will be licensed or 
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assigned, should be declared illegal and of no further force 
and effect. The New Manufacturing Companies should be 
enjoined for a period of ten years from entering into any 
agreement with those companies under which they obtain 
any exclusive rights with respect to any foreign patents or 
patent applications, or any tecln 
ance. 


‘ical information or assist- 


45. Lighth, Xerox should be required to divest itself 
of any stock ownership or interest in Rank-Xerox, Fuji- 
Xerox and any of their subsidiaries and affiliates. The New 
Manufacturing — and the New Marketing Com- 
panies should each be enjoined for a period of ten years 
from ; equiring in whole or in part the stock of any other 
company engaged in activities involving the skill, tech- 
nology, manufacture or marketing of plain paper office 
copiers, or from acquiring any other company’s asset 
which are involved in, or related to, these activities. The 


any 
; 
kill, 


sale of any of their assets or stock to any other comp 
80 engaged should likewise be enjoined for that period. 


ictive agreements described in sub- 
1. 
i] 


46. Ninth, the rvstri 
paragraph 27(d), should be declared unlawful, of no further 
’ 


force and effect and px rmanently ¢njoined 


47. The effects of such remedial relief will be: 


(a) to enable the New Manufacturing Companies 
to continue Xerox’s research and manufacturing at present 
levels and to permit the expansion of its activities and 
facilities in a competitive atmospiere so that continuing 

aod increasing demands for plain paper office copiers can be 
competitively satisfied during the time needed for SCM and 
others to develop competitive research and manufacturing 
facilities ; 


(b) to create competition in the marketing of plain 
paper office copiers, bringing the benefits of price competi- 
tion and other forms of marketing competition to users and 
the public; 


(c) to afford SCM and others a fair opportunity to 
develop sufficient market shares which will stimulate com- 
petition and justify substantial investment by SCM and 


mania 


lain paper offi 


manufacture of 


nq the Pende y of This 


49. During t) lency of this action, Xerox should be 
enjoined from threatening, instituting or inaintaining any 
patent infringement action or claim against SCM with 
respect to SCM’s pre and future efforts to develop 
and market plain paper office copiers. The New Manufac- 
turing Companies should be similarly enjoined perma- 
nently, except to the extent that SCM does not accept any 
patent licenses offered by such new companies on terms 
and conditions decreed by this Court. 

50. During the pendency of this action Xerox should 
be enjoined or stayed, directly or indirectly, from threaten- 
ing, instituting or maintaining any other action or claim 
here or abroad which might impede SCM’s present and 
future efforts with respect to plain paper office copiers, or 
which might delay the final adjudication of this First 


Claim. 


61. During the 
mandatorily enjoin 
to all the Unit 
plications it own 
First Claim, it sho 
subparagraph 3 
royalty-free or 


rate; and whether and to what exten! 


‘ther il should hye a 


ereed by the Court should be applied ré 


of this 


long range plar 


plain papel omic 


53. During the pend 


) ‘ 


be enjoined against en 


agreement 


action described 

other prelimina 

should be granted because of the contim 

jury inflicted by Xerox's acts and pra 

potential and actu npetitors of Xcrox, u 

paper office copicrs ¢ public generally; and th 
hood that SCM will ultimately establish the violation: 
law and their effects as alleged in this First Clain. 


55. Such injunctive relief during the pendency of this 
action should be granted so that effective first steps can be 
taken promptly toward the establishment of full and fair 
competition in the skill, technology, manufacture and 


marketing of plain paper office copiers. 


SCM's Srcoxp Claim ‘on Trem: Damaces 


SCM's Damages by Reason of Xerox's Unlawful Monopoli- 
gation and Acts and Practices in Restraint of Trade and 
Competition with Respect to the Skill and Technology and 
Manufacture and Marketing of Plain Paper Office Copiers. 


apis 6 to 29 of 


and 


Under 15 U.S.C. §15, SCM is entitled to threefold 
f at least $145 million; together with three- 


images suffered by it (in an amount not presently 
known) from this tine until the nullification of the effects 
of Xerox’s unlawful acts and practices; and together with 
the costs of recovering all of such dainages in this action, 


including reasonable attorneys’ fees. 
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SCM's Timp Cusim: Fon Dyctanatony, Ix- 
guxctTivé axp Damace Returner Witn Reserer 
ro fiir Minpirrox-Reveonips 006 Parest 


60, On February 11, 1964, United Statee Patent 
3,121,006, entitled “Photo-Active Member for Xerogr: pl 
(the Middleton-Reynolds '006 patent), was issued. 
acquired ownership of that patent under its 1956 
ment with Battelle 


The 1968 and 1964 License Agreements Between Xerox 
and SCM as to Coated Paper and Coated Paper Office 
Copiers. 


Gl. On June 3, 1968 SCM and Xerox ¢ 
patent license agreement in whieh, for sper 


and subject to a fie’ 


fi 
oh 
ined 
’ 


of-use restriction limiting 


re 


to coated paper for use in coated paper office 
Acrox granted an express license to SCM with res 
the Middleton-Neynolds ‘006 patent and an 

as to other Xcrox patents necessary to SC 

use of the '006 licenge rights. 


62. Simultaneously 
1968 agreement, a prior patent license ag 


G, 1964 between SCM and Nerox was terminated. Unceer 
that April 6, 1964 agreement, for specified royalties and 


; — ‘ F ) 
subject to a ficld-of-use restriction limiting the license to 


coated paper and coated paper office copiers, Xerox 
granted a license to SCM with respect to all of its Western 
Hemisphere patents, one of which was the MidJdletou-Rey- 
nolds '006 patent. 


63. On or about May 26, 1971, SCM gave notice in writ 
ing of its cancellation of the June 3, 1968 agreement. Until 
that time, SCM had poid royalties to Xerox under the 
April 6, 1864 and June 3, 1968 agreements in the total 
amount of $639,192.62, 


G4. It is Xerox’s claim that the direct electrostatic 
method employing zine oxide as a photoconductor, used 
since 1962 in the manufacture of coated paper office copiers 
and coated paper marketed by SCM, infringed the Middle- 


9 


% 
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ton-Reynolds ’006 patent; and that absent a leense from 
Xerox, sich aha cesawees violates Xerox’s patent rights 
eaeing it to injunctive and = ce relief. Although 
Xerox claims that the agreement of June 3, 1968 remains 
in effect, it has not, as of this date, prceateobe any action 
against SCM for royalties since October J, 1970 based 
upon any claim of breach of contract; nor has it commenced 
any action against SCM as of this time for any alleged 


infringement. 


The Invalidity, Unenforceability and Fraudulent Procure- 
ment of the Middieton-Reyno!lds 005 Patent. 


G5. The Middleton-Reynolds ‘006 patent is invalid and 
unenforceable, and was procured by fraud and has been 
enforced in violation of the patent and antitrust laws 
because: 

(a) The patent does not meet the conditions of pat- 
entahility under 35 ss S.C. §$ 101, 102, 103 and 120 in that, 


J i 
among other Oi Mngt (i) the claimed invention was not 
a new and uate process, machine, manufacture or com- 
position of matier or a new and useful improvement 


/ 
obvious in view of the prior art; (i) Middleton and Rey- 
nolds did not themselves jointly invent the subject matter 
encompassed there] Y5 and (iv) Middleton ane. Reynolds 
abandoned the invention which they claimed to have made; 


thereof; (ii) the claimed invention was anticipated by cr 


(b) The patent fails to particularly point out and 
distinctly claim the subject matter which Middleton und 
Reynolds regard as their invention; 

(c) During the solicitation of the patent, recklessly 
or witlr intent to deceive, material facts were misrepre- 
sented or withheld from the Patent Office; 

ry 


(d) An interference proceeding in the Patent Of- 
fice was not contested when it was known that a conflict 
existed between claimed subject matter in the solicitation 
of thie heal and claimed subject mattervof an earlier filed ‘ 
and earlier issued patent; 

oe 

(ce) Xerox threatened and maintained patent in- 
ie fringement litigation against SCM and others, and ex- 
tracted royalty payments from SCM and others, based on 
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the patent, whe: it knew or should have ‘..own that the 
patent was invalid and unenforceable and had been pro- 
cured by fraud as alleged in subparagraphs (a) through (d) 
above; 

(f) Xerox licensed the patent on discriminatory, 
restrictive and other unlawful terms and conditions; 


(g) Xerox acquired and unlawfully attempted to en- 
force the patent and other patents purchased by it under 
the 1956 Battelle agreement, as alleged in the First Claim; 
and 

(h) Xerox imposed field-of-use restrictions in its 
licenses with SCM and others of the a nt and other 
xerographic patents which, alone or together with Nerox’s 
other acts ‘a practices as alleged in the First Claim, had 
the effect of restraining and excluding SCM and others 
from competing with Xerox in the manufacture and market- 
ing of plain paper office copiers. 


Relicf With Respect to SCNi’s Third Claim. 


66. Under 28 U.S.C. §2201 and the patent laws of the 
United States, and by reason of the existence of a case of 
actual controversy between the parties with respect to the 

iaen 


matiers involved, this. Court should enter final judgment 
declaring that: 


(a) the Middleton-Reynolds ’006 patent is invalid 
and unenforceable and was procured by fre ud; and 


be | 


(b) under the June 3, 1968 agreement or other wise, 
SCX is not obligated to pay and Xerox is not entitled to 
recover any further royalties or other relief with respect 
to any claimed breach of that agreement or any claimed 
infringement of the Middleton-Reynolds ‘006 patent. 


67. SCM is entitled under 15 U.S.C. § 15 to threefold 
the damages suffered by it by reason of Xcrox’s fraudulent 
procurement of the Middleton-Reynolds ’006 patent, and its 
enforcement of that fraudulently procured patent against 
SCM by the extraction of royalty payments in violation of 
Sections 1 and 2 of the Sherman Act, because such enforce- 
ment has had the effect of unreasonably restraining or of 
monopolizing or attempting to monopolize the manufacture 
and marketing of coated paper office copicrs and coated 


paper. SCM should recover 
amount of at least $612,116.9 


SCM to Xerox, together 


judginent, including reasonalie ¢ 


from 


Wurnevon:, this Court should grant th 


‘ 


and permanent rehef requ 


the clain 
spect to 
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| Xerox’ Answer to SCM*s 
| Amended Complaint 


Fe se x 
SCil CORPORATION, 
Plaintiff, 
Civ. No. 1580° 
~against- 4 3007 
XEROX CORPORATION ‘ Defendant Demands 
7.) de WN ak madd val . -, * 
ener ” Trial By Jury 
Defendant 
ee > 4 


ANSWER 


Defendant Xerox Corporation ("Xerox") for its 
answer to tne Amended Complaint (hereinafter the "complaint"), 
alleges: 

1. Denies each and every allegation contained in 
paragraph 1 of tne complaint. 

2. Denies eacn and every allegation contained 
in paragrapn 2 of the complaint, except admits that plain- 
tiff purports to institute this action under Sections 4 and 
16 of tne Clayton Act (15 U.S.C. §§ 15 and 26) for injunc- 
tive relief and damages. it 

3. Denies each and every allegacion contained in 


paragrapn 3 of tne complaint, except admits that Xerox is 


Clayton Acts. 

4, Admits tne allegations contained in paragrapn 
4 of tne complaint. 

5. Denies knowledge or information sufficient to 


form a belief as to the truth of the allegations contained 


in paragrapn 5 of the complaint, except admits that Xerox is 


engaged in commerce within the meaning of the Sherman and 
| 


: Ce es hes | 


a corporation organized and existing under the laws of the 
State of New York, is engaged in the manufacture and market- 
ing of plain paper office copiers and that SCM is engaged 
in the manufacture and marketing of coated paper office 
copiers. 
6. Denies each and every allegation contained in 
6 of the complaint, except admits that it purports 
an unduly narrow definition of "plain paper office 
copiers" which is used throughout the complaint. (Although 


denying the validity of this definition, this answer will 


nevertheless spond to the allegations of the complaint in 


terms which assume it the definition in paragraph 6 of 
the complaint applies.) 
7. Denies each and every allegation contained in 
paragraph 7 of the complaint. 
8. Admits the allegations of the first sentence 
mplaint, except denies knowledge 
lent to form a belief as to whether a 
copier recently advertised by Minnesota 
Manufacturing Co. employs xerography; denies 
each and every allegation contained in the second sentence 
of paragraph 8, except admits that the name "xerography" 
was selected in 1948 by Xerex and Battelle to describe the 
art of forming and utilizing an electrostatic charge 
patterr on an insulating or photoconductive insulating 
surface; and admits the allegations contained in the third 
sentence of paragraph 8 of the complaint. 
9. Denies each and every allegation contained in 


the first sentence of paragraph 9 of the complaint and denies 


knowledge or information sufficient to form a belief as to 


the truth of the second sentence of paragraph 9 of the 
complaint, except admits that Xerox has employed xerography 
in all of its plain paper office copiers. 

10. Denies each and every allegation contained in 
paragraph 10 of the complaint. 


ll. Denies 


a 


ach and every allegation contained in 
the first two sentences of paragraph 11 of the complaint; 
and denies information sufficieut to form a belief as to 
the truth of the allegations of the third sentence of 
paragraph 11 of the complaint. 

12. Denies each and every allegation contained in 
paragraph 12 of the complaint. 

13. Denies each and every allegation contained in 
paragraph 13 of the complaint. 

14. Denies each and every allegation contained in 
paragraph 14 of the complaint. 

15. Denies each and every allegation contained in 
paragraph 15 of the complaint. 


16. Denies each 


nd every allegation contained in 


fo 


paragraph 16 of the complaint, except admits that inventions 
by Chester Carlson marked the beginning of xerography and 
that certain of these inventions were covered by four pat- 
ents which issued between 1940 and 1944 and which expired 


between 1957 and 1961. 


o7 
* 
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17. Denies each and every allegation contained 
paragraph 17 of the complaint, except admits that Battelle 
and Carlson entered into an agreement in 1944 which pro- 
vided that Battelle was appointed exclusive agent for the 


Purpose of negotiating and granting licenses under three of 


the four patents referred to in paragraph 16 of the complaint 


| 
| 


erase 


NE NATE 


and the predecessor patent application of the fourth patent, 


and that Battelle was to be diligent in pro 


scuting research 


and development work to and improve these inventions 

| 
and in trying to promote commercial use of thes inventions 
(Reference to the agreere is necessary for its’ precise 
+ gm ver . 

18. Denies each and every allegation 

| 
in paragraph 18 of the complaint, except admits that Xerox | 
entered int igreements with Battelle effec | 

| 
1947 ana 19% tained ari @x~- 
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clusive lic« referred | 
to in paragraph 16, certain other United States and 

| 
foreign xerographic patents owned or controlled by Battelle, | 
and certain other pater Battelle might a 

‘ 
own oY trol relat to these inventions and Battelle 
car 4 On xerographic research and development activitie: | 


&® are neces: 
‘ are nec 


a+ ant a i faw je a nara crank * _. mI + . 
patents referred to in paragraph 16, licensed certain of 


it rights to those and future patents, 


patent applications and technical information of Battell 


® 


relating to xerography for a certain period and granted 


20. Admits the allegations of paragraph 20 of 


the complaint. 


€ erography. (Reference to the agreement is 
necessary for its precise terms.) 


“ » ee - | oe 4 rf | i» 
and every allegation contained in 


paragraph 21 of the complaint, except admits that in 1960 i 
| 
Aerox entered into an agreement with Horizons, Ine. under 
| 
which certain United States and foreign patents and patent | 
applicati relating to xerography were assigned t Kerox, | 
and Horizons, for a period formed | 
xerographic research exclus ence ¢ 
- Denies each and every allegation contained 
| 
in aps { the complaint, except admits that Xero» 
obtained access to certain patented and i xero- 
graphic bnol companies under 
various types < license, cross license 


« 


and consulting agreem S. (Reference to the agreements a 

necessary for their precise terms. ) | 

23. Denies each and every al ion contained tn! 

paragraph 23 of the mplaint, except admit th Dy the | 

: | 

e end of 1961 the four Carlson patents referred to in para- | 
praph 16 had x owned about 1,000 United States 

| 

and foreign xerographic pats and { nt smnlications and | 

Xerox had d contingent rights to certain future re- | 

1 and development by Battelle, Horizons and others. | 

(Reference to the agreements are necessary for their pre- j 

cise terms. ) | 

24. Denies each and every allegation contained 


in paragraph 24 of the complaint. | 
H 


25. Denies each and every 


~ 
pa 


paragraph 25 of the complaint. 
26. Denies each and every allegation contained 
& 


ae 
U Oi 


NM 


in paragraph the complaint. ‘ 


a 


27. Denies each and every allegation contained in| 
paragraph 27(a) of the complaint; denies each and every al- 
legation contained in paragraph 27(b) of the complaint, ex- 
mits the facts admitted in paragraphs 20 through 23 

of this answer; denies each and every allegation contained 

in paragraph 27(c) of the complaint; denies each and every 
allegation contained in paragraph 27(d) of the complaint, | 
until 1970 Xerox entered into agreements 
with research, scientific and technical employees whereby | 
they agreed for a period following termination of their em- 


pioyment wits Aerox not to engage in xerographic activities; 


2e7(e) of the complaint; denies each and every allegation 
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contained in paragraph 27(f) of the complaint, except ad- 


mits that since 1961 Xerox has expanded its xerographic re- 


development facilities and activities and the 


number of professional and skilled emp 


be 


denies each and every allegation contained in paragraph 
loyees engaged in 


ties; denies each and every al 


contained in paragraph 27(j) of the complaint; denies each 
and every allegation contained in paragraph 27(k) of the 
complaint, except admits that Xerox entered into certain 
license agreements under xerographic patents under which 
the licensee received from Xerox rights with respect to 


defined fields not including the manufacture or marketing 


a a ARR atc 


of plain paper office copiers; denies each and every alle- 


gation contained in paragraph 27(1) of the complaint; denies | 


each and every allegation contained in paragraph 
the comp] denies each and every allegation c 


in paragraph 2 of the complaint, except 
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produc Ac nce 96 denies each and every 


each a 
paragraph 28 of the complaint. 
29. Denies es » and every allegation 
2aragraph 29 of the complaint. 
30. Denies e*ch and every allegation contained 


paragraph 30 of the complaint. 
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33. Denies each and every allegat 
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39. Denies each and every allegation contained 
: 
* ¥ 2¢ ad “ ree, 
in paragraph 39° of the complaint. 
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40. Denie: and every allegation contained 
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in paragraph 4 f the complaint. 
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43, Denies each and every allegation contained 
"ey wwe ee | 
in paragraph 43 of slaint. 


44. Denies each and every allegation contained 


- 


in paragraph 44 of the complaint. 


45. Denies each and every allegation contained 


46. Denies each and every ion contained 


' . 
h 46 of the complaint. 


47. Denies each and every allegation tained 
in par nm 47 Of the complaint 
48. Denies each and every al lon ntained 
2 paragrapt f the complaint. | 
49, Denies each and every allegation contained | 
in paragraph 49 of the complaint 
50. Denies each and every allegation contained 
in paragraph 50 of the complaint 
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eacn and every allegation mtained | 
complaint. | 
7 
j 


in paragraph 53 of the complaint 
54. Denies each and every allegation tained 
in paragraph 54 of the complaint | 
4 f int. 
55. I €s each and every alle ion it | | 
in t raph 5° f the complaint. 
56. Repeats and realleges the allegatior 
pParagrapns 6 tx ) Of tni answer, | 
57. Denies each and every allegation ntair 
in paragraph $7 of the complaint. 
58. Denies each and ev: ry al ion ntained | 
in paragraph of the complaint. 
59 Denies each and every allege*ion contained 


in paragraph 


» 
of the complaint. 


60. Denies each and 


of para- 


graph 60 of the complaint, except admits that on February 


11, 1964, U.S. Patent 3,121,006, entitled "Photo-Active 


Pres ey 


fa 


¢ 


¢ 


le, ” 
unger the April 6, 1964 and June 3, 1968 agreements in the 
totai amount of $639,192.62. 
yi De os ach and y on of | 


graph 645 of the complaint, except admits that Xerox main- 
| tains that the manufacture and sale by SCM of coated paper 
office copiers and coated paper since 1962, but for a li- 
cense from Xerox during part of that period, infringed, 
contributorily infringed and/or induced infringement of the 
Middleton-Reynolds ‘006 patent and for the part of that 
period during which SCM wae unlicensed Xerox would be en- 
titied to injunctive and damages relief in a suit for suc} 
infringement, and that the agreement of Jun: 3, 1968 re- | 
mained in effect until about November 30, 1971 and Xerox | 
Gid wot, prior to this date, commence any nst 
SCM f contrac r for infringement. 
65. Denies each and every allegation contained | 
in paragraph 65 of the complaint. 
‘ 
66, Denies each and every allegation contained 
in paragraph 6 f the complaint. 
67. Denies each and every allegation contained 
in paragraph 67 of the complaint. 
| . Denies each and every allegation contained | 
in paragraph of the complaint. 
ca 
, 
69. The alleged in the complaint are 
barred, ir whole or in part, by the applicable statutes of 
limitations. 
SECOND AFFIRMATIVE 
70. SCM is estopped, in whole or in part, by 
reason of laches from asserting the claims adlleged in the : 
complaint. 
| " 


FIRST COUNTERCLAIM 


For its first counterclaim against the plaintiff, 
Xerox alleges: 

71. This Court has jurisdiction of this counter- 
claim pursuant to Rule 13 of the Federal Rules of Civil 
Procedure. 

72. Effective January 1, 1968, SCM and Xerox 
entered intc a license agreement (hereinafter "the 1968 
agreement"). 

73. Effective about November 30, 1971 the 1968 
agreement terminated pursuant to he terms thereof. 

74, SCM is now and has been obligated to pay 
royalties to Xerox for SCM's activities under the 1968 
agreement prior to its termination in accordance with the 
provisions of said agreement. 

75. Since about May 1, 1970 and continuousl 
thereafter, SCM has failed to perform the obligations and 
duties required by the 1968 agreement in that SCM has failed 
to pay to Xerox royalties due and owing under said agreement | 

CM's activities during the period of about January 1, 
1970 through November 30, 1971. 

76. SCM is now and has been obligated to render 
written reports to Xerox concerning its activities under 
the 1968 agreement prior to its termination in accordance 
with the provisions of said agreement. 

77. Since about May 1, 1970 and continuously 
thereafter, SCM has failed to perform the ohbiigations and 


duties required by the 1968 agreement in that SCM has 
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! 


failed to render the written reports covering its activities 
during the period of about January 1, 1970 through November 
30, 1971 as required by the 1968 agreement. 

78. SCM has refused to pay the aforesaid royalties 
or to render the aforesaid reports. 

79. Xerox has been damaged by the acts of SCM and | 
by SCM's failure to perform the aforesaid obligations and 


duties under the 1968 agreement. 


SECOND COUNTERCLAIM 


For 4ts second counterclaim against the plaintiff, 
Xerox alleges: 

80. Repeats and realleges the allegations of 
Paragraphs 71 to 79 of Xerox' First Counterclaim. 


81. This is a Counterclaim for patent infringe- 


This Court has jurisdiction pursuant to Rule 13 of the 
Federal Rules of Civil Procedure. 


. 


ment arising under the Patent Laws of the United States. 
82. On or about February 11, 1964 U.S. Letters 
Patent 3,121,006 was duly and legally issued. Xerox is now | 
the owner of said Letters Patent and has been the owner | 
thereof since its date of issuance. 

83. Since about December 1, 1971, SCM has in- 
fringed, contributorily infringed and/or induced others to 
infringe the aforesaid Letters Patent 3,121,006 by making, 
using, selling, and/or leasing within the United States 


copiers and/or duplicators and special coatea paper there- 


for, for use in the invention of said Letters Patent, and 
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has been willful, wanton and deliberate. 


THIRD COUNTERCLAIM 


For its third counterclaim against the plaintiff, 


SCM will continue to do so to the irreparable damage and 
loss of Xerox unless enjoined by this Court. 

84. SCM's infringement of the aforesaid patent 

& 

85. Repeats and realleges the allegations of 
Paragraphs 71 to 84 of Xerox’ First and Second Counter- 
claims, as though fully set forth herein. 

86. This is a Counterclaim for patent infringe- 
ment arising under the Patent Laws of the United States. 
This Court has jurisdiction pursuant to Rule 13 of the 
Federal Rules of Civil Procedure. 

87. On about June 27, 1972 U.S. Letters Patent 

884 was duly and legally issued. Xerox is now the 
owner of said Letters Patent and has been the owner thereof 
since its date of issuance. | 

88. SCM has infringed, contributorily infringed, 

and/or induced others to infringe the aforesaid Letters 

Patent 3,672,884 by making, using, selling and/or leasing 


within the United States copiers and/or duplicators and 


said Letters Patent . SCM will continue to do so to 
the irreparable damage and loss of Xerox unless enjoined 


by this Court. 


liquid developer therefc fo use in the invention of 


ee a oe 


89. SCM's infringement of the aforesaid patent 


has been willful, wanton and deliberate. 


WHEREFORE, Xerox prays that this Court enter a 
judgment and decree: 

1. Dismissing SCM's complaint and all claims 
therein. 

2. Ordering SCM to render to Xerox the written 
reports required by the 1968 agreement. 

Ss. Awarding Xerox an accounting under its 
First Counterclaim, and that upon such accounting Xerox 
have judgment against SCM for the amounts found due and 
owing from SCM to Xerox thereby, together with legal 
interest from the date of the accrual of such amounts. 

4, Permanently enjoining SCM, its officers, 
agents, servants, employees and those persons in active 
concert or participation with SCM, from infringing the 
Xerox patents referred to in Xerox' Second and Thir 
Counterclaims. 


5. Awardin 


098 
bat 
@ 
*3 
oO 
x 
Ou. 
~ 

3 
i) 

09 
oO 
w 
ze 
@ 
nn 
& 
~~ 
ct 
fue 
pe 

‘ 
> 
“$s 
o 

j 
c 
¢ 
w 


willful, wanton and deliberate infringement of the Xerox 


patents referred to in Xerox' Second and Third Counterclaizs, 


6. Awarding Xerox its costs herein and reasonable 


attorney's fees. 
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7. Granting Xerox such other and further relief 


as the Court may deem proper. 


. CUMMINGS & LOCKWOOD 


1 Atlantic Street 
Stamford, Connecticut 06904 
By — 
A Member of the Firm 


KAYE, SCHOLER, FIERMAN, HAYS & 
HANDLER 

425 Park Avenue 

New York, New York 10022 


KENYON & KENYON REILLY CARR & 
CHAPIN 

59 Maiden Lane 

New York, New York 10038 


JOHN R. MURPHY, ESQ. 
Xerox Corporation 
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UNITED STATES DISTRICT COURT 
FOR THE DISTRICT OF CONNECTICUT 


SCM CORPORATION, x 
Civil No. 15807 
Plaintiff, x 
~against- x DEMAND FOR JURY TRIAL 
XEROX CORPORATION, x 


Defendant. x 


PLEASE TAKE NOTICE that defendant demands trial by jury 
in this action. 


Dated: November 12, 1973 
CUMMINGS & LOCKWOOD 
1 Atlantic Street 
| Stamford, Connecticut 06904 


By ~G607 37 
, A Member, of the Firm 
/ 
/ / 
\KAYE, SCHOLER, FIERMAN, HAYS & 


| 
i HANDLER 
i! 425 Park Avenue 
| New York, New York 10022 


| KENYON & KENYON REILLY CARR & 
' CHAPIN 

59 Maiden Lane 

New York, New York 10038 


JOHN R. MURPHY, ESQ. 

Xerox Corporation 

} Stamford, Connecticut 06904 
} 


TO: Proskauer Rose Goetz & 
Mendelsohn ' 
300 Park Avenue 
‘New York, New York 10022 


Widett & Widett 
100 Federal Street 
Boston, Massachusetts 02110 


Jacobs, Jacobs & Grudberg 
207 Orange Street 
New Haven, Connecticut 
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Second Amended 
plementa) 
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and 
Complaint 
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Civil No. 15807 
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Defendant. 
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Civil No. 158 


Defendant. 


CS, on 


informa 


all othe 


acts and prac 
Of Xerox and their effects y 1, in interstate 
America: 
in violation of Section 2 
Of the Shectian Act 1S U.S §2), monopolized and attempted 
P [ I 


and conspired to monopolize the skill and technology and 


Marufacture and marketing of Plain paper office copicrs; 


the 
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Ssogreqated apart from 


oo billion 
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annual total profits before taxes from those activities 

rose from less than.$] million in 1960 to about $550 million 
Its bees profits before taxes from those acti- 

vities in the period 1960-1972 amounted to more than $2.7 


billion,-of which $1.7 billion was earned in the period 


. 


1960-1970, and of which about $1 billion was earned in the 


two years of 1971 and 1972. 


monopolistic position and power with 
respect. to the manufa re and marketing of plain p 
office copie ye extraordinary growth in its revenues 
ivities, resulted from its monop- 
exclusionary exploitation of the skill and - 
Paper office copying, including the 


which it has owned ana controlled. 


= 


oe 


lization was attained by 1961 or 
as a direct and intended result of the 
adoption and implementation by Xerox of its policies 6f 
acquiring ownership, control and use of patented and un- 
patented ski ind technology of plain paper office copy- 
ing developed and owned by others, and by its exclusionary 
exploitation such Skill and technology, all as more fully 


é ‘ame 4 narhve 5 
alleqod in ieegrarhs 16 te 25, 


. 


15. On that foundation: of acguired monopoly Wer, 


and as the result of the continuing implementation of 
policies, since 1s Xerox's monopolization of the skii. 
anid technology and the manufacture and marketing of pl: 
Paper office copicrs has been maintained and enlarged hy 
acguisition and aggregation of additional patented and 
patented xerographic technology; anticompetitive acts ona 
Practices; and continuing exclusionary exploitation of 
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of the patented and unpatented skill and technology of 


Plain paper office copying which it had acquired and e¢ 


gregated; all as more fully alleged in Paragraphs 26 


va 


Xerox's Unlawful Acquisitions of Patents and Technolou, 
from Battelle, Horizons and Others and Its Control by 3561 
of the Skill ané Technology of Plain Paper Office Convi 
eng ee. Office Copy 


16. Plain paper office copying, and xerogra::: 


owe their origins to four basic patents issued between .}970 


and 1944 to Chester Carlson and wnich expired between Lo 


and 1961. 


17. In 1944, Battelle and Carlson entered inlo 


wv agreement to attempt commercialization of the four biric 


Carlson patents and to engage in further research ane i 


veloprent concerning copying of Cocuments by xerographic 


means. 


Prom 1947 to 1956, Xerox entered into patent 


agreements with Battelle under which 
respect 
ssucd 
sPhic development and 
-rolled by Batte! and 
issued to or acqui 


sreements, Battelle éa 


Say 
innor 
MisuiOdl 


Xerox also has 
usive ownership of al) 


logy hereafter 


200. Since 1956 Battelle has engaged and continues 
in xerographic research and development activi- 


ties exclusively for Xerox. 


21. In 1960, Xerox entered into agreements with 


Horizons, Inc. under which Xerox purchased 


*xerographic United 


Stake 


etates and foreign patents and pater 


applications. Since that tine, and also Pursuant to those 


agreements, Horizons has enguged in x€rographic research 


for Xerox's sole and exclusive bene 


access to and use of other patented and unpatentee xero- 
graphic technology developed and owned by numerous other 
companies by entering into yarious acguisition, exclusive, 
cross-license, grantback ana Other agreements. Those 
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1g @ Skill and technol- 
OGy Of plain paper office copying; of allowing and licénsing 


others to use xero 


‘aphiec technology for designatec 
Poses so long as they did not incluee pla; 


copying; and of further enlarging its own Inrestricted 


rights in and acces: to patented and unpatented xero- 


graphic technology developed by others. 


23. AS a result of the agreenrents with Battelle 


Horizons and numerous others, by 1961, by which year the 


last of the four basic Carlson Patents had expired, Xero» 


had acguired ana eggregated ownership of about 1,000 


ind patent 


exclusive 


later than 
Xerox 
graphic patents and patent applications which excluded 
prevented SCM and other potentia mpetitors fron 
in the manufactur »£ plain office copiers. By 


Xerox 


whi 

grams 
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to exclude entry into 


the bus ine 


plain pape: 


office co} ; 
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sured that no one else could engage 
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without patent licensing by Xerox, 
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(b) Xerox excluded and restrained “potential 
competitors including SCM from engaging in the manufacture 


and marketing of plain poper office copiers; 


(c) Xerox faced no plain peper office copier 


ition from 1960 to 1970 and it has faced only ninimal 
plain’ paper office copier competition since 1970; 
(d) Xerox has exercised its abili y 
mine and control the pace and girettion of scientific in- 
guiry and endeavor in xerography and the skill ana technol- 
ogy of plain paper office copying, in large part free from 
the influence of the competitive efforts of 
(e) research and developmen 
Fespect to the skill ane 
Plain paper office copiers has 
(f) Xerox has 
tial and actual competitors fron seeking 
and to obtain the benefits of the eervices of 
world's personnel who have technical competence 
experience in xerography; 
(g) Xerox has preserved and enlarged its’ 
technological lead, its development, engineering 
facturing lead, its inmarketing lead, and its nonopolistic: 
manufacturing and marketing power with respect to plain’* 


Paper office copiers; 


(h) potential and actual plain paper office 
copier competitors Pane the risk of early obsolescence of 
their copiers; 

(i) Xerox has assured itself of the patronage 
for many years to come of most users of Plain paper office 
copicrs; 

(j) Xerox has secured the many advantages of 
@ multi-billion dollar business Organization having new and 
extensive research, manufacturing and marketing facilities; 
widespread customer acceptance of its plain paper office cop- 

er products; highly developed customer connections; large 
of skilled and experienced personnel; and great re- 
Search, manufacturing and marketing power; and such advan- 


tages are great barriers to competition and competitive 


entry; and 


(k) Xerox has excluded ana restrained American 
forcign commerce with respect to the skill ana technology and 
manufacture and marketing of plain paper office copiers; and 
has excluded and restrained the export of American-manufac- 
tured plain paper office copiers by others to foreign coun- 


tries throughout the world. 


29. Even if all the patents acguired and aggre- 
gated by Xerox were validly issued, Xerox's acts and prac- 


tices and their effects as alleged in this complaint: 
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(a) violate Section 2 of the Sherman Act, 
reason o ose acts and Practices, Xerox has 
monopolize inter- 

in Skill and technol- 

and marketing of plain paper office 

te Section 1 of 

practices have involved agree- 
combinations, which have 


by excluding and 


nerce from gaining access to 
logy of plain paper office 
restraining competition with 


of plain paper 


te Section 7 of the Clayton Act to 


practices have involved the acgui- 
Siti Yr purchase - patented and unpatented technology, 
other assets and stock, since their probable effects have 
been substantially ¢ ssen competition or tend to create 
a monopoly in interstate and American forcign commerce with 
respect i PROCS 2Y ase technelogy and the manufacture and 


marketing of plain paper office copiers. 


30. Unless Xerox's acts and practices as alleged 
in this complaint are declared ta be against public policy 
and illegal, and unless they > enjoined and far-reachi 
remedial injunctive relief is nte so that the effect 
Of such policies and acts and p are dissipated and 
nullified during the pendency of this action and permanent 

(a) SCH and othe potential and actual plai 

rs will continue to be irrepar 

ably injured; 

(b) the hundred 
Plain paper office copiers (inc 
governmental agencies, busines 
tions, and educational and lariteble institutions), 
public, will be deprived of th- yenefits of competition and 
will continue to bear the 
and monopolistic acts 

(c) ‘fice copier competition 
will continue to be restrained ena the establishment of 


and fair competition will be prevented. 


Relicf With Respect 


31. whe Couct gs : ce : that Xerox's acts and 


practices alleged in this lig are illegal and against 


they vio- 


Section 7 of the 
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S violations of 
and prospective 


fashion and 


(a) full and fair 


ch 


tive effccts of 


xerox” 


pract 


Lil injunctive relief reguired tec 
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ve Chose objectives must necessarily be fashioned and 


granted in light 
dication 
tinuing an Irospective irrep Sle injury to SCH, other 


sy} in 
pub] lic, 


potential 


ac 
respect 


mum extent 


Ki 
self of all of its research, patent techni 
turing facilities 
should be reguired 
independent compani 
and operate 
priately divided. Thereafter such new research and 


turing coinn: 


(collectively reg as the “New Manu- 


facturing Companies") would carry sc activities in the 
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Cautions or technical informaticn in the ficld of xerography, 


Should be declared illegal and of no further force and ef{{ect. 
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SECOND CLAIM: FOR TREBLE DANAGES 


by Reason of Xerox's Unlawful Nonopolization 
Practices in Restraint of Trade and Competition 
to the Skill and Technology and Manufacture and 


Plain Paner Office Coviers. 
a — ee eee seme pene mesoiyeet as  nlbineiunnsie 


96. The allegations contained in paragraphs 6 to 


29 of the First Claim are repeated and realleged. 

57. Xerox's continuing unlawful monopolization, 

control and acts an C3 in restraint of 

© the skill and technol- 
of plain paper office 

copiers, caused damag -O SCN because they effected high bar- 
riers against competitive entry, and because they excluded 
and restrained SCM in American interstate and foreign con- 
merce: 

(a) from manufacturing and marketing plain. 

office copiers; 

(b) from engaging in related business activi- 
ties sech as the rendering of service and the sale of sup- 
Plies for plain Paper office copiers; ana 

(c) from carning profits from the conduct of 


such ‘business activities, 


58. By reason thereof, as presently estimated by 


it, SCM has been dumaged, in the amount of at least $145 


million; and SCM shall continue to be damaged in an amount 
not’ presently known until such time as the effects of Xerox's 


unlawful acts and practices’ involved have been null:.f.-4. 


59... Under 15 : , SCH is entitica ta three- 
fold the amount of at least $145 million; together with three- 
fold the damages suffered by it (in an amount not presently 
known) from this time until the nullification of the effects 
of Xerox's unlawful acts and practices; and together with 

the costs of recovering all of such damages in this action, 


e 2 


including reasonable attorneys' 


SCH's THIRD CLAIM: 
JUNCTIVE AN 
TO THE MIDDLETON-REYN 


n DAMACR 


POUT oh ear a 


60. On February 11, 1964, United States Patent No. 
3,121,006, entitled "Photo-Active Member for Xerography" (the 
Middleton-Reynolds '006 patent), we sued Xerox acquired 


ownership of that patent under its 96 agreement with~ 


. 


Battelle. 

ar 
ween Xerox and. 
-OfFfFice-Copiers:* 


The 1968 and 1964 Liccnse Agreements Bet 
sch i as -Oeted Paner-and-Coated-Paber 

On June 3, 1966 SCH and Xerox entered into a 
patent license agreement in which, for specified royaltics, 


ane cubject: to a fiela-ar- 


cense to coated paper for use in coated paper office copicrs, 
Xerox dranted an express license to SCM with respect to the 
Hiddleton-Reynolds '006 patent and an implied license as to 
other Xerox patents necessa to SCii's restricted use of 


the '006 license hts. 


the execution of the June 
license agreement of April 


terminated. Under that 


and coated paper office 
ith respect to 


n-Reynolds 


26, 1971, SCM gave notice in 
writing of its cancellation of thé June 3, 1968 agreement. 
Until that time, SCM had paid royalties to Xerox under the 


6G; 1964 and June 3, 1968 agreements in the total amount 


64. It is Xerox's claim that the direct electro- 
Static method employing zine oxide as a photoconductor, used 


since 1962 in the manufacture of cozted paper office copiers 


and costed paper marketed by Stu, infringed the Middleton- 


eo 
Reynolds '006 


» patent; and that absent a license from ZC OX, 


Such infringement violates Xerox's patent rights entitling 


it to injunctive ana damage relief. Although Xerox claims 


that the agreement of June 3, 1968 remains in effect, it 


has not, as of this date, commenced any action against SCM 


for royalties since October 1, 1970 based upon any claim of 


enced any action against 


te 


SCH as of this time for any alleged infrincement. 


The Invalidi 
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65. The Middleton-Reynolds '006 


patent is invalid 
and unenforceable, and was procured by fraud and has been en- 


forced in violation of the patent and antitrust laws because: 
(a) The patent does not meet the conditions of 


4 


Patentability under 35 u.s.c., §§101, 102, 103 and 120 in that, 


among other things: (i) the claimed invention was not a ner 


r 
AF ke 


and useful process, machine, manufacture or composition of 


matter or a new and useful improvement thereof; (ii) the 


Claimed invention was anticipated by or obvious in view of 


the prior art; (iii) Middleton ana Reynolds did not then- 


selves jointly invent the subject matter encompassed thereby; 


and (iv) Hiddleton ana@ Reynolds abandoned the invention which 


they’ claimed to have made; 


fails to particularly point out 


and distin , iim > subjyec inatter which Middleton and 


of the patent, 
-o deceive, matcrial facts were 
rom the Patent Office; 
proceeding in the Patent 
known that a conflict 
in the solicitation 


matter of an earlier filed 


ten Se em 
reLaA gic 


ist SCN and others, 


Xerox licensed the patent on disecr 


other unlawful terms and conditions; 
acgu‘red and unlawfully attempted 
anj other patents purchased by it 


ajreement, as alleged in the First 
) ’ 2 


(h) Xerox imposed field-of-use restrictions 


in its licenses 
xerographic paten 
Other acts and practices as alleged 


the effect of restrai ing excluding SCH 


Po a ee i | 


. 


competing witl 


paper office copier: 


§2201 and the patent la 
the United States by reason of the existence of 
Of actual contr 
the matters invo 
declaring that: 
invalid and unenforceable and was procured by fraud; 

(b) under the June 3, 1968 agreement or_other- 
wise, SCM is not obligated to p y and Xerox is not entitled 
to recover any further royalties or other relief with -respe 
to any claimed breach of that egreement or any claimed in- 


fringeinent of the Niddlcton-Reynolés '006 patent. 


67. SCM is entitled under 15 U.S.C. §15 to throe- 


fold the damages suffered by it by reason of Xerox's fraudu- 


. 


Jent procurement of the Middleton-Reynolds ‘006 patent, and 


its enforcement of that fraudulently procured patent against 


% 


xtraction of royal ments in violation of 
Sherman Act, because such enforcement 
restraining or of monopo- 
the manufacture and mar- 


copiers and coated paper. SCH 
t ; 


ies paid by SCM to Xerox, together 


such judgment, including 


SCH'S F( 
AND INJI IVC 
PLAIN PAPER 


This Pourth 
of Xerox ind their effects, by reason of 
in American foreign commerce: 
ah 
in violation of Section 1 
unreasonably restrained 


the effo1 mpanies engaged in the market- 


ing Of plain paper office copicrs to market their copiers 


and related supplies and service in competition with Xerox; 
(b) Xerox has, in violation of Section 2 


rman Act (15 -C. §2), unlawfully exercised 


40 


lized, and attempted 
arketing of plain paper 


1 «ne 
w ( 


and 


Olation of 

engaged in 
dealing and ing arrangements thich have had 
effect 


in paper office 


copiers and 


Xerox has been 
marketing ape ‘fice copiers, first with its 
model "914" and thereafter 
models. Presen ‘erox markets a broad proc 
Plain paper office copiers, consisting of 14 different 
xerox intends continue mar 
Zine of ¢t j saper office copiers and in the future 
expand its product line to include other new, different and 


improved models, 


71. Between 1960 and 1970, no other company was 


1970, IBM has been engaged in the marketing of plain paper 


office copiers, and since 1972, other companies have been 


oO ©) ‘ 
72. Since 1974, SCH has been ena 1 in the 
mat tis of a plain paper office copier, its model "6740." 
sc ntenc to continue marketing such copier and, starting 


in 1976, to market another model of a plain paper office 


t rr Tot 4 . ~* , th 
copier presently being developed by it. 
"+ > ¢c nf | - a? are 
73. Since 1970, despite attempts by others to 
~ ' ‘ ‘ . r he t os e + a - ; 
com \ h Xer in t mar! ing Of plain paper offi 
I 
‘ ' a | £ | ge < * 
copiers, Xer S place nt Or Plain paper office copier 
Anrl * 
and it reve ‘ nd profits fron marketing plain paper 
f rn r v- 
office copiers and related Supoli and service have in- 
cre; 3 ra tic lv and enh-t ‘ } ' roar aft ‘sie 
I p Y al Sut teltladily, year after year, 
¢ hy cr f } } 7 
be Oy reason of the fruits and unlawful effects of its 
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the First Claim, and by re: 1 Of its unlawful marketing 
acts and practices and their effects as alleged herein, 


pe 


‘Cc reser } « ' yor Vidy € ‘ 1 
Xerox presently has epproximateiy a 95% share of the 


domestic installations of plain paper office copiers. 


Xerox's vast fund of market 


customer preferences, 


t 
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any of th cust 
substantial price 


78. Atter 


Xerox ure unreasonat 


pricing because: 


~~ 


ae | 


4 


y 


i 


Zerox 


A = . ’ 

4 at © h v¢ 
byay - 

by of 
their eff t¢ 


the use of Xe 


1imum in connec 


Ss who gualify 


justified in 


SCH end others to compete with 


J 


S use of HUP 


(b) discourages Sale of its other copiers 


and will con- 


al additional) investment 


carry on the marketing of plain 


35. With ce to all of these plans, by which 


effects price discrimination without cost justification, 


Xerox 


prices for the favored 


existence or appearance of lowe 


customers narrows, end in many instances climinates, any 
opportunities for price differentials between Xerox's copiers 
and the plain paper office copiers of 41 and others. Such 
Giscrimination thus has the effect of restraining competition 


offered by SCH and others. 


86. Some of the pricing arrangements alleged in 
4 above, including annual average pricing and some 
forms of duplicating incentive pricing, also involve leases 
with a one-year term, ane thus are methods by which Xerox 
effects exclusive dealing in restraint of the efforts of 


SCH and others to compete. 


87. The proliferation and complexity of Xerox's 
ricing plans result in misleading and confusin 
Pp S g 


ing 
? 
} 


potential users of Xerox copiers ané@ in some cascs 
make it impossible for a Xerox customer to determine which 
pricing plan will produce the lowest cost and thus restrain 


the ability of SCH and others to compete with Merox,. 
y 


88. Other Predatory Marketing Practices. Xerox 


engages in various other predatory marketing practices, in- 


“+ 


cluding those specified below in paragraphs 89-92, 


Xerox does not make generally known to its 


cuslowers i its pricing plans. <A consequence of this 


conccalwent by Xerox of its pricing plans and of the confu 


. 


Sion engendered by Xerox about pricing is that when Xerox 
has faced any competition regarding a specific customer, 


Zerox often has Selectively, for the purpose of defeating 


. 


such competitive efforts, made known to the customer for 
the first time that Xerox offers one Or more alternative 


pricing plans which will or which appear to produce’ cost 


savings to the customer, 


eee 


$0. Xerox engages in various forms of selective 


price cutting or predatory pricing by departing on an ad 


hoc basis from its various pricing plans, in order 


additional discounts to customers and prospective customers 
in response to the threat of possible competition, including: 


sme 


(a) waiver of the regular monthly use char 


(b) waiver of standard Gelivery, installation 


or other incidental charges; : 


(c) free trials of new and/or additiona: 
copiers; 
(d) providing free ies a value egual 


to machine installation costs; and 


(ec) “meter cheating", which involvcs false 


reports by the Xerox employee responsible for reading the 
the meter of the number of copies meade in a given month. 


es 


~! 
. 


49 


ow 


91. Xerox aiso leaves its machines free of charge 


with former custorers when those customers replace Xerox 


X nlf pe 


machines with competing machines, thereby encouraging and in- 


Gucing such tomers to use the Xerox machines when there is 


anc to remove 


>s without giving them a fair trial. 


competing machines. 


these various 
compet 
others, and will conti 


efforts 


Injury: 


er we 


94. By reason of the f£ going, SCH has been. : 
Gamaged in its business a property in an amount not pres= 
ently known to it; and SCM will continue to be damaged: :*:> 
in its business property in an amount not presently 
Known to it anti ‘such imc x" S unlawful acts and*< =<: 
Practices and thei fects hav: Under Section 
& Of the Clayton Act (15 U.siey % “is entitled to-.: 
threefold the damages suffered by it, together with rea- 
sonable attorneys' fees and other costs and Gisbursements 


as are allowable in law and in equity. 


95. SCH has been and will continue to be irre- 
parably injured in its business and property by reason of 
%eroz's unlawful acts and practices and their effects as 
Alleged herein because they have restrained SCh's efforts, 
and will continue until enjoineé and eliminated to restrain 


SCH's. efforts, to become a meeningful competitor of Xerox. 


96. Xerox, therefore ursuant to Section 16 of 
f : 


the Clayton Act (15 U.S.C. §26), Should be preliminarily. 


. 


and permanently enjoined from offering its copiers on any 
basis which involves price discrimination, volume or guantity 
discounts, exclusive dealing or tying. Xerox should also 

be preliminarily and permanent enjoined from engaging in 
each specific marketing act, practice, plan or method 

@lleged herein. To the extent Xerox is permitted to leken, 
it should be preliminarily and permanently enjoined to market 
each of its copiers separately, and with respect to eéch 


copicr at a single, uniform ang nonconfusing charge. 


97. Xerox shovld also be preliminarily and perma- 
nently enjoined from continuing its practices releting to its 
“lease only" policy and preliminarily and permanently enjoined 
to offer all of its copicrs for Sale, and to offer maintenance 


nad other services with regare to purchased copiers, at fair 


and reasonable prices and on fair and reasonable terms, 
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The and claims 


allegations 


in par to 97 of the Fourth Claim a 


realleg 


and has been engaged i 


of coa copiers and Ss 


related 


Service, and SCM intends to continue such ma 


To the limited extent that ¢t 


been, usc copiers who are, and h 


~~ 


to use per office copiers, despite 


preferences for plain pa and despite the 


t Der 


Xerox as alleged in paragraph 74 


above, 


extent that SCM and others marketing coated 


copiers have thereby been able to offer 


SOME 


petition to Xerox, for the most part involvi 


Slower plain paper office copiers marketed 


compe t and will continue to be 


reason of Xerox's unlawful] marketing acts an 


“Heir as alleged 77 


in paragraphs 


m 


aCRs The acts and of Xe 


practices 


her¢cin have been committed in inte 


Amer ican 


foreign coinmerce. 


for relief con 


supplies 


by Xerox, 


state commerce 
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ting 


here are, an 


ave been, wi 


and to the 


paper office 


ng 
such 
restrained 


dg practices 


to 93 above,. 


rex allesed 


and in 


102.) By reason of the war Xerox has vio- 
lated cot ond 2 of the Sherman & and Section 3 of 
the Clayton Act (15 U.S.C. $91, 2 and 14, respectively), and 
SCH has been injured in its business and property, and is 


entitled to relicf£, as alleged in puraqraphs 94 to 97 above. 
' 2] : I 


this Court should grant the interlocu- 
relief reguested with respect to the 


First, Third, Fourth and Fifth Clains; the damages soug 


with respect to the Second, Third, Fourth and Fifth Clains; 


the disbursements, at 1eys Fees and other costs 
allowable in law and in eguity; and such other and 
relief as this Court deems just and proper as to each 
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BY HANI 
Ronald Rauchberg Esq. 
Proskauer Rose Goctz & Mendelsohn 
300 Park Avenue . Leis ' 
New York, New York 10022 . 
Re: SCN Corp. v. Xerox ¢ Corp, 
Dear } Rauchberg : 


This will reflect the understanding 
meetings of November 9 and 28, 


reached by 
and in intervening cit 


subsequent telephone conversetions concerning Xerox’ response 
to SCii's Interrogetories and Document Requests Respecting it. 
First Claim (the Request"). ‘ 

Xerox egrees to respond to SCH's Request as 
modifice below, with the SS set forth in the last 
pearecgriph of this letter. The modifications of the Request 
set forth below are without prejudice to renewal by SCH 
et a later date and Xerox' right, in the event of such 
renewal, to reassert any objections made in its Response 


Aated October 
have to produce 
Xerox 2350 re 
(Xerox pis a 
Gentiality 
motion res 


24, 1973. Xerox reserves any rignt it mey 
documents in lieu of answering interrogatories. 
ts objections precicatec on conridensialit 
whether it will adhere to its confi- 
‘after the Court rules on SCii's pending 


ifidentiality).* 


£Ccrves b 
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ned 
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Xcron, of course, also reserves its object‘ons on the 
basis of attorney-client privilege, and preparation in 


anticipation of litigation or for trial. 
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~ eee 


. Kindly inéicate your consent to the terms of 
this letter by signing end returning to me the enclosed 
copy. : 


‘ General Modifications 


uT 


r responsive cocun 
s 0 rpora 
r 


o 
f Xerox Corp 
its, Inforiatio: t 9 (and prececesso ps 

sponsible for its copy and @uplicating busine s) in 

Stamford, Connecticut, and Rochester and Webdster, New York, 
preticcessors of those officers ("officers" to 4nclude all 
employces at the level of vice presicent and higher, in- 

cluding the general counsel), and Xerox' Patent Department, 

and the Xerox business libraries, which are tne Xerox 

Square end the Sales Information libraries, and the "his- 

torical file" (from which price lists were previously . 
produced to SCii). Xerox will advece Stites tie precise oe 
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ie Xerox will identify each document it withholds : 

, . from procuction on the grounds thet 4t is subject to the : i 

: attorney-client privilege or wes prepared in anticipation ‘ 

of: litigation or for trial, and will identify by category any 7 

documents withheld from production on the grounds of con- ‘ 

fidentiality. pn: 


Modifications of Specific Ttems* 7 


AU fe),¢d) 
bd 4h,’ Witheraxn. Instead, 211 documents referring 
ia to the use or non-use of any patents or presently pending 
patent applications in each moGel identifiec in response 
to Item No. 3 are requested. 
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6. No response is requirce respecting areas : 
outside the United States. os , 8 . 
. = * S ® ' . * . 
‘ . . ae . 
‘ te SL ip © Sheet ee Oe ert 
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ge, 7 ” 
eT ALL crossere:crences to modified clauses are modified . 
to the same extent, . ' 
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g. anc 10. Withdrawn. Instead, documents suf- 
ficient to set fort h the information sought are reque &sted. 


11. Withérasn 4nsofar as it refers to 9 and 10. 


13. Withdrasn ex ept as to the United States. 


oO 


17(2) and 19(2). witheraun as to foreign patents 
and patent applications, excent to request that Xerox identify 
the person fron whonit acouirec its rights and the Gate upon 
which it acquired its rights. i - 

e 

17(b) and 19(d). Witherawn as to accresses except 

for country of the person by whom the inventor was employed. 


5 21. Subsection (a2) 4s ‘modified to request docu- 

ments sufficient to set forth which foreign patents and 

patent applications ere counterparts to the U.S. patents , 
and patent 2oplications <r ea in answer to eal 16, 

18 and 20. Subsection (po) is withdrawn. 


HY 
= 
7) 


Cocuments sufficient 


24, Withdrawn Instead, 
to set forth which of the patents anc patent applications 
referred to in ansver to Items 16, 18 and 20 Xerox pla aced : 
under each of the descriptions or class ifications referred 
to in answer to Item 23 are reques sted. ‘ 
25(a). ‘Withcrawn as to the number of patent 
attorneys employec by Yerox outside of the United States, 
except as to the most recent year. ; 


“n as to Xerox' mployment ag 


26. Withere ree- 
ments with employecs outsice the United States who are 
not engaged in research and Gevelopment activities. 
26(e). Withéraun. Instead, all documents 
are requested which @escrive or refer to “he actu2l or 
intended effects of sucn 2 arovision: (a) in restraining 
mployces from engeG+"6 tn xerogrepny or incirectly serving 
or advising in xerogrepny or seins employed in xeroeraany 
; by any indivicual, firm or corpo ation; (b) in restré wns 
3 : 
eed ow s *. ae —— 
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: Kaye, SCHotca, Ficnman, Hays & HanNOLcR sy 
a i ** . e * 
: : iy . ves mn $ if 
. . Ronald Rauchberg, £54. _ December 3, 1973 
‘ 
employees from leaving Ye. ox’ employ; (c) in restraining 
others from seexing the services of Yerox' employces, 
(d) in contrsouting to Xerox! adility to control a sub- 
stantial portion of the personne] in the worle skilled 
fn the science and technology of xerog raphy; and (e) on 
x Xerox! market position ana ability to carry on research 
and development. nae ee 


. 27(c) whe: (a), Withdrawn except as to the most 
recent year. 


- - 


, 27(f). As to Rank Xerox and Fuji-Xerox, .with 
drawn except as to the most,receny year. 


> as "or, relating" 4s deleted, 


° 36, 37 and 38. " watherawn as to sales, offices, 


cs 
salesmen, servicemen and “tech-reps" outside of the P He 
United States, except, as,.to the most recent year. 


39. Withe 


Garesses. Only the country 
of each person rete ay el 


56. although this is not intended . 
- to exclude documents marked “Nero? Restricted" if they Pi 
*S are otherwise called for. , 

60. Clarified. Tnis item is int nded to refer to 

speeches, talks, interviews om othes presentations given to 

: persons nov employed by Aercx. 

61(2) Tne eccitional request for “all corres- 

pondence, memoranéa2 and other cocuments concerning the 

same" is withcraxn except &@s 40 documents sufficient to 

explain the categories of Gata on “NARS" reports. 
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61(q). The additional request for feats corres 
pondence, MENOTAnCE end other gocuments concerning the : 
same" is } n. This item is modified so that the 
word Bsc a is added as the first wore thereof 


The foregoing leaves for presentati 
resolution by the Court only the following issue 


The date by which SCM's requests, as modified 
hérein, are to be responce to. 


mike ma 


ae at co he oe eu Aw, Sincerely yours. 


* 
. . 
. * * 
‘ ; ih . 
. bail 
. wile eo 8 owt « #00 %e feet . 
. 
. 
. 
te 
. bi . 
. 
. . 


bo 
* 


KAYC, SCHOLER, FicrmMan, HAYS & HANOLER 
ATTOANEYS 


WEL E PHONE 
a7 PARK AVC MUE 


, f A400 
Pa Plaza O- 6 evince CMuL HLS at 
NEW YORK, N.Y. 10022 Orsed mt ay TENGE 
ceme aenner ts ‘ 
aevuwn cH ne rem ce GS? 4 > 
eartwe tt &tY ar fine 
7S oe "? N it 
(sew suena BOPLI ity 2913 
‘ rennet see 
we ¢ tLuvec € vir 


Stephen R. Kaye Sq. 

Proskauer, Rose, Goetz & 
Mendelsohn 

300 Park Avenue 

New York, New York 


the 


your 
1974 
depc 


request that Xerox 
Carlson, enclosed 
stween Xerox-and 


rch 24, 1956 


produce 
please 
Carlsor 


ou * All such parenthetical referer 


t ices are to the transcript 
of the dcposition. 


*® I have indicated the place in the transcript where cach 
of your requests was made. t 


AT 


i wat 


a we 
> a Oo 
ig sos “6 o 
be SH 270% O DD ~ Y hi 
or oe -— ) ¢ © bee 
wu * * eat at WV = 
a3 tc : °c. oD mM & 
: * : C . ~ 
wn me “ re ao & a lad 
> ~ 2 a + 
ae = oun 5 ’ . 4 
. < ot 
v,oh. i bo. : 
a) 43 + SH Co on 
<3 C <5 aed Oo. bt he - 
; a - £ — ms 4) Oo 
sa ae Me Cs ~ gd 
@ ’ ; n Ge Ge 
= OC ; - 
: , 2 Ss + wt 
- = = - “te # ~ i e 
—* _ = mooie be 
Or ~ * 4  & se CS - 
Moire ya | b+ 4 oo fe 42 oe 
ed ns . 4 as + * “4 
e.3 a) oF * i) 3 + ne et as 
P + et 
4 ea Ff “> Z / ~A : - a * zs 
} + = ae Peg 
. oO - "yO S« 
“ 
c * 2 bs ‘ + ~ t C 
i is as . ne 
t. * Sa $ C + ort OC. 
= f ee = 
> re . i. | : 
2 = és Cc a | 
* ~ - ¥ “ j c 
: > 4 + ret 1 ” 
* —— > » - a H 
- — 4 4 j - 
on O44 DO C é | - 
c - H ] pe - j 
> ‘ C Se f | rm 
£ | ot = o~ . = * i + 
4 ord 4 ¢ 
ot * 2 i + 
- ri rc 
. Fr: “a+ ; | : 
. + é « -~ oe fen 5 » i ~t 
‘ a - r i oe 
e i < 4 ~~ 
. i ) 
~ pe . C j ri 
” “ - ~ 
’ aoa ~— oo ' «<_< 
ii. j $ C1) fe fd i 
* ‘ mg 4 pe . ' 
a.) oS a . i 32 j 
a. © P bad 2 = 
»~ Ori >i TC = fm 12. ; 


to 


LCR 


& Wan 


SCHOLCA, Fienman, HAYS 


c 


Kart 


oy t 
> 


— o 
eS 
~~ 
eed 
“7 


_ 
ee 
~~ 
— > 
~~ 
A 
a 


~ 


| 


« 


roduc 


I 


CM cn. Fieaman, Hays & HANOLCA 


Stephen R. Kaye Esq April 17, 1975 


yh { } ‘ , y 4 a wey) hit 
Lt ' Tt I | i BXNLOLL 
a or ‘ : F find a aA ‘ 
A, I : . : i ‘ 
rin ; . , ‘ { : 
| P v 1 ‘ 


} ! 4 + ‘ ‘ ¥ y « ‘ ‘ 
a 2 ; + ; + 4 s 
4 Fi : ‘ ¥ 7 
4 ¥ ‘ » PI &3* } 
i 4} ; ‘ ‘ ¥ + ‘ * fF ’ 
‘ - ‘ ’ ‘ ‘ +} 
‘ 4 bi r } ; 
! 4 Pil i ) A pea via A 
s ‘ i 
( yy ’ ‘ 
‘ . . a . 
‘ + ‘ > 4 ‘ + 
Che wi ] i \ I ivi 
y | T f : { -~ f & @ € 
I t y A » PPe "4 ID» i . 
' ‘ 4 . 8 t | = ‘ 
> A ' . 
fy " ’ , ’ ‘ Y iv: 
’ ‘ Y ‘ 
] 
J a , ’ 
/ ' 4 4 ‘ " 1 
‘ ‘ " 4 ‘ } “f y 
é . y i } I 
a } c a * P 
. V e ‘ + } A -~ 4, “¢ . 
} Lt4 4 . ‘ ‘ : . " 4 2 s ral 2 wy 
é . ‘ I I LTii i 
re : + + ‘ } : a ie } ’ tT . ¥ l¢ , 
| i ‘ ’ Ald A ii b ee i 
; ‘ 4 } ‘ ' 4 y 4 y } s* ‘ athayrw 
4 . . ‘ + * +} . +} y +7) 4 ; 
KeU | : l ; n han wha i 
nis ¢ ‘ +} . } . wy 4 ,¥ re 
A ‘ ie . A A avis » - ’ : 
uit ¢ YT r 2! 
pi i , \ Vv Abby Die tse 
{ 4 y ‘ry + +)? . , ~4 fan Anfoarma 
. : im y 1 : iO] LnNiorma 
{ { } rs pf : . 1Y a tA . ie . P 
} T T ’ } TY 107 ) 
Wal I 1 vy Wi l ic! Ls LA, pP Ui je 


KaYc. SCHOLER, FICRMAN, HAYS & HANOLER 


Stephen R. Kaye, Esq. April 17, 1975 


’ 
‘ 

95, With respect to your req st to be advised 
of the ri t ’ +) 11 let 4 ’ in } y 6] ple As ¢ he 
advised that tl leleti wer if inf { n unrelated 
to Xerox' copier/duplicat r busi ( l KIT, p. 79) 

9 f Witt - 4 te ae iy at Perey ror «+ 

<0. aun Pe > cei y H wle 

‘ ; : A apes ; 
made for specifi | its, we have looked and n found 
the ad nt requested These req t ere made in the 
followir plac in the deposition trans ript 
° 4 T a 6 9 f\7 
(a) Vol. Ill, pp- 306-30; 
i ear 
(ob) Vol. IIL, p+ 33! 
r 
(c) Vol. III, p. 411 
Va 22 Qn 
(da) Vol. IV, pry 88-39 
- ’ ‘ 
fe) Vol. VII, p- Fi 
, ; uTT 
(f) ¥ol. VIII, pp. 9Y 

A I hav indi ted, ther ur 1 number f 
at if y { ‘ y req ‘ 1c} a1 ‘ ivi ’ 
We will | le you with a list f the documents. 

With t} exception * certain of your request 

war wh. % — . my 
at V Pog 4: Vol Wiis 10; Vol. Vizy P- 69; and 
Vol. IX, pp. 34-36, we have res} ied to all of the 
req ts made at the acy ition of Dr. D juer. 
¢ eva) oad 5 
Since Civ, ° 
Arve 9 M rggrete 
fe “¢ + 
Louis J. Maggioctto, ur. 
- W. Thomas Faren 
Gc; We ee aS Fag ly e 
«ae 


Encl. 


KAYE 


: 
wd 


&> 


writ or rule nisi may be issued 
ourt which has jurisdiction. 


U.S. v. Silverman 
Petition for Rehearing 


United States Court of Appeals 


For the Second Circuit 


Docket Numbers 33584 
34392 


UNITED STATES OF AMERICA, 
against 


MILTON SILVERMAN, 
Appellant. 


On Appeal from the United States District Court 
for the Southern District of New York 


APPELLANT’S PETITION FOR REHEARING 
AND REHEARING EN BANC 


SS Nec ern 


Pauu, Weiss, Govperc, Rirxixp, 
Wuarton & Garrison 
Attorneys for Appellant 
345 Park Avenue 
New York, New York 10022 
935-8000 


Smion H. Rirxrxp 

Epwanp N. Costixyan 

Turopore W. Striccies 
Of Counsel 


Sct aR lic taal e O isc tthe cea 


United States Court of Appeals 


For the Second Circuit 


PE ed, 
Docket Numbers 33584 
34392 


(ie 


Unirep Srares or AMERICA, 
against 
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On Appeal from the United States District Court 
for the Southern District of New York 


LT i 


APPELLANT'S PETITION FOR REHEARING 
\ND REHEARING EN BANC 


aa Tman, the appellant herein, respectfully 

"8, pursuant to Rules 35 and 40 of the Federal Rules 

- ppelate Procedure, for rehearing and rehearing en 

banc of the decision of this Court rendered on July 1, 1970 

(Sept. Term, 1969, slip opinion p. 3561), affirming in part 

and reversing in part a judgment of conviction of the 

United States District Court for the Southern District of 

New York (Palmieri, J.) rendered April 25, 1969, and 

affirming an order denying a motion for a new trial ren. 
dered December 12, 1969. 


Staternent of the Case 


The defendant, appellant and petitioner here, was tried 
before a jury in the United States District Court for the 
Southern District of New York on an indictment charging 
him with (1) converting funds from two union locals of 
which he was an officer and employee, in violation of 29 
U.S.C. §501(c) (counts 1 through 13); (2) converting a 
sum of moncy from an employee welfare benefit plan, in 
violation of 18 U.S.C. §664 (count 14); (3) making false 
statements in annual reports required to be filed by a union 
local of which he was an officer, in violation of 29 U.S.C. 
§439(b) (counts 15 through 17); and (4) causing false 
entries to be made in books required to be kept by the union 
locals, in violation of 29 U.S.C. §439(c) (count 18). 

The jury convicted on all counts except counts 16 and 
17, as to which the defendant was acquitted. The trial 
court sentenced the defendant to two consecutive terms 
of imprisonment of four months, the first on each of counts 
1 through 15 concurrently, and the second on count 18 
consecutively; in addition, the Court fined the defendant 
$1,000 on each count. The defendant duly appealed from 
the judgment of conviction. He also appealed from an 
order of the District Court denying a motion for a new 
trial arising from the discovery of an alibi defense with 
respect to the offense alleged in count 14. The appeals 
were consolidated, and on July 1, 1970, this Court reversed 
the convictions under counts 1 through 8 for insufficiency 
of the evidence, Judge Moore dissenting. Judges Friendly 
and Hays joined with Judge Moore in affirming the judg- 
ment of conviction on the remaining counts, as well as the 
order denying the new-trial motion. 
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Reasons for Granting Rehearing 


1. The defendant's trial was fundamentally unfair. 
Throughout the proceeding the defendant objected to the 
prosecution’s introduction of irrelevant, prejudicial evi- 
dence and argument. A majority of the Court of Appeals 
panel has recognized the force of these objections by noting 
that ‘‘[T]his trial seems to have been characterized by a 
degree of over-kill on the part of the prosecutor.’’ (Slip 
opinion, p. 3604). In his main brief on appeal the defend- 
ant has documented the elements of prosecutorial miscon- 
duct—tying witnesses to the defendant as wrongdoers by 
pointing to their representation by a single lawyer and by 
eliciting the fact of their receipt of immunity in exchange 
for their testimony (Appellant’s Brief, pp. 50-59) ; exposing 
the defendant’s decades-old arrests, arising from unrelated 
offenses and resulting in no convictions (Br., pp. 59-70); 
conveying the impression that the defendant was a suspi- 


ciously wealthy, tax-evading, ‘‘cigar-smoking racketeer.’’ 
(Br., pp. 11, 70-75);* and comparing the defendant to 
Adolph Hitler—an outrage cavalierly dismissed by the trial 


court as a mere ‘‘flight of eloquence.’’ (Slip opinion, p. 
3595). 

To this catalogue must be added the evidence admitted 
at trial as relevant to the charges on which this Court has 
now directed a reversal. Those charges, set forth in the 
first 8 counts of the indictment, accused the defendant of 
converting union funds to his own use. In fact, as this 
Court recvgnized, the evidence at trial showed only that 
the defendant had acted on the authority of the union locals 
and for their benefit. In the guise of establishing the de- 


* As the Court of Appeals for the Sixth Circuit recently had occa- 
sion to say, “[T]he prolonged recital of appellant's sybaritic living 
off his union’s expense account could only prejudice a jury asked to 
consider whether he had embezzled its funds or falsified its financial 
“ae United States v. Greene, 400 F.2d 847, 848 (6th Cir. 
1968). 
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fendant’s guilt on these charges, the prosecutor was per- 
mitted to argue that the defendant’s power over the unions 
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enabled him to vac 
that the amounts paid out exceeded those authorized. (T. 
pp. 1084-85). At times the proseceutor specifically invoked 
the related ‘false reporting’’ charge contained in count 15 
as the crux of the offenses in the first 8 counts, thereby 
tarring parts of the conviction still outstanding as well as 
those already overturned. (T. pp. 2G, 686, 1087). At other 
times the trial court compounded error by calling the jury’s 
attention to the poor financial condition of one of the union 

s, implying that that situation was somehow related to 
the allegedly illegal contributions (although it involved 
other contributions not even alleged to have been embez- 
zlements) and overlooking the defendant’s uncontested ex- 
planation why the union, though wealthy, would want to 
remain nominally ‘‘in the red.’’ 

Such prejudicial conduct gains additional significance 
because some of the counts upon which the conviction was 
based have now been overturned. For although none of 
the matters here at issue should have come before the jury 
at all, they did so only because the trial court deemed them 
relevant to the charges contained in the first 8 counts. The 
reversal of the conviction on these counts removes all 
legitimate basis for exposing the jury to the prosecutor’s 
innuendoes and the trial court’s unfair commentary and 
inereases the prejudice. 

As demonstrated in the defendant’s main brief/the trial 
record abounds with prosecutorial efforts to establish the 
defendant’s domination and control of the activities of the 
two union locals in question. As all three members of the 


Court of Appeals panel recognized, ‘‘The danger in ad- 


mitting evidence of this sort is that the jury may infer 


that the possession of such power is evidence of bad char- 
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acter.’/(Slip opinion, p. 3593). (This is in itself a startling 
irrationality. Is the Mayor's possession of power evidence 


sae . . ‘ * ryt ' 
VL his vad Churucier: 1 of re | 


Tie President's? The head of 
corporation? It was not the possession of power which 
was relied upon to evidence bad character, but rather the 


repeated innuendoes, charges and claims of abuse of power 


. . A ‘ ‘ 
cigars, expense accounts, and Adolph Hitler.) The Court 


has nevertheless indirectly acknowledged the validity of the 
defendant’s principal contention—that the Government 
tried and won this case on the theory that the defendant 
was a ‘‘bad man.”’ 
A candid sensitivity to the ‘prosecutorial over-kill”’ 
reflected in the prosceutor’s persistent recourse to pri judi 
cial evidence compels, we submit, not a restrained expr 

sion of displeasure with the conduct of Government coun 


sel, but reversal of the conviction on all counts. 


9. The defendant's conviction rests on a breach of the 
attorney-client privilege. The Court of Appeals pancl has 
sanctioned a unique and startling departure from the law 
governing the privilege that surrounds confidential commu 
nications between a client and his attorney. The defend 
ant’s conviction under counts 10 through 15, as well as 
under count 18, rests upon the receipt in evidence of advice 
given the defendant by legal counsel. That advice r¢ lated 
to union records claimed by the Government to reveal illegal 
expenditures and also to have been falsified. Counsel was 
retained to examine the reeords before their production in 
compliance with a grand-jury subpoena. He submitted a 
report to his client in which he stated, ‘‘There is a loan to 
Milton Silverman in December 1965 and there is no ap 
proval of this loan by the Executive Board. There is a 
payment of $2,000 to Mr. Silverman in December 1965 for 
Christmas gifts and this requires an accounting of where 


the money was spent.’’ (Slip opinion, p. 3089). The gov- 
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ernment not only subpoenacd this report, but introduced it 
at trial to demonstrate that union minutes had been altered 
to supply an otherwise absent authorization of a loan to 
the defendant 

On appeal, this Court has upheld the admission of the 
lawyer's report on the theory that it merely related the 
status of the union documents at the time counsel viewed 
them, and that since those documents were a matter of pub- 
lie record, admission of a description of this condition as 
viewed by counsel breached no confidential communication 
from the defendant. 

In so holding, the Court has violated the very rule of 
confidentiality it purports to follow. The law has been 
thought to be clear for generations that the communication 
of a client to his attorney and the attorney’s advice thereon 
may not be disclosed without the client’s consent. This 
Court has sanctioned the compelled disclosure of both the 
client’s communication to the attorney and the attorney’s 
written advice thereon, although the client—whether it was 
the defendant or the union, or both—admittedly failed to 
consent and, indeed, objected to such disclosure. 

In so holding, this Court has placed itself in conflict with 
every recorded authority in every court, in every jurisdic- 
tion, which purports to recognize the attorney-client priv- 
ilege. 

The tortured rationalization which has led to this result 
may at first blush perhaps obscure the bald result. The 
Court below justified the breach of the privilege, in sub- 
stance, on the utility of the privileged evidence to support 


the prosecution’s case. But, of course, such privileged 


evidence is always highly relevant to one side or another. 

This Court has, in effect, held that if the fact disclosed 
by the client to the attorney is a matter of public record 
(‘‘My wife was murdered last night. It is in The New 
York Times.’’), the disclosure is not proteeted. In so hold- 
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ing, the Court created a navel and dangorons exeeption ta 
the attorney-client privilege which suggests that only se- 
erets which are disclosed by the client to the attorney are 
privileged. Presumably any disclosed fact that others know 
(‘‘My 16 partners and I have kept a false set of books for 
15 years. Here they are.’’) or that the public generally 
knows (‘‘My wife was killed last night’’) is not a sceret. 
Even if the exception is limited to facts of public record an 
inhibiting, if not crippling, limitation of the scope of the 
privilege has been created—a limitation which no layman 
and few lawyers will have in mind during consultations. 
And the disclosures not thus protected may be pieces of 
evidence which convict a defendant, as they did here, where 
he would not have been convicted but for his disclosures to 
his lawyer. 

No justification for this startling result can be found by 
urging that the facts disclosed in violation of the privilege 
did not constitute an admission of guilt, but merely related 
to the condition of minutes of a meeting at the time counsel 
viewed them. Certainly the privilege protects attorney- 
client communications which constitute an admission of 
guilt. But the privilege goes farther. It protects all facts 
disclosed, and the fact of disclosure—no matter how those 
facts may be relevant or to what proposition, and no matter 
whether they be secrets, or known by a few, or matters of 
public record, For the fact that a client disclosed a fact 
of public record to an attorney during a consultation may 
itself be evidence in some way leading to an inference of 
guilt 

We also submit that in the case at bar the breach of the 
privilege can not be justified on the ground that the facts 
disclosed were relevant only to collateral mattors—such as 
the contents of a piece of paper—and did not constitute an 


admission of guilt per se. The Court’s opinion we believe 
B 


creates a dangerous new exception to the privilege by sug- 
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gesting that if a client discloses a fact—sceret or notorious 
—which is less than an admission of guilt but part of a 
group of facts upon which he is convicted, the privilege 
does not apply. 


Not only has a dangerous exception been created as to 


the aspect of the rule which protects the font’s disclosure, 


but the part of the rule protecting the attorney's advice 
has been totally disregarded. The admissibility of the 
attorney's advice has been sustained without a word to 
explain why what he said was not as sacrosanct as he and 
his client believed when they communicated. Rather the 
Court suggests that the protection of the attorney’s advice 
from disclosure is merely ‘‘* * * to prevent adopted admis- 
sions or inferences of the tenor of the client’s communica- 
tion.’’ (Slip opinion, p. 3591). 

But the protection of the attorney’s advice to his client 
has never been so limited. «The suggestion that the attor- 
ney’s advice is unprotected so long as it docs not lead to 
an inference as to what the client told the lawyer, besides 
being wholly novel, would totally eliminate the freedom of 
the lawyer to ruminate and to advise. Would his volun- 
teered counsel, which would not reveal what the client had 
told him (‘‘Do nothing until you hear from me’’) be un- 
protected and admissible when the client disregarded the 
advice and did something? Consider what inferences a 
jury might draw from such evidence. 

Moreover, no lawyer could freely advise knowing that 
anything he said which did not disclose ‘the tenor’’ of the 
client’s communication to him was unprotected. No lawyer 
could conceivably concentrate on making that determina- 
tion before he spoke and at the same time freely and fully 
advise his client. 

Under this Court's decision, a lawyer can no longer say 
to a frightened client, ‘‘Everything you tell me and every- 
thing I tell you is privileged.””’ Lawyers can not function 
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as they should without confidence that such an explanation 


of the privilege to a client is in fact true. 

Moreover, even under this new exception, which permits 
disclosure of the attorney’s advice to the client unless it 
discloses the tenor of the clicnt’s communication to the 
attorney, the Court erred. The significance of the attor 
ney’s advice here lies not only in its factual narration of 
the contents of the documents, but in its tacit concession 
that the defendant in fact came to seck counsel to inquire 
into the legal status of those documents. Indeed, the jury 
may well have taken the secking of counsel’s advice as 
establishing both the state of the union’s records before 
their surrender to the Government and the defendant’s 
guilty state of mind when he came to his attorney for 
advice. 

Finally, the Court engages in sophistry when it con 
cludes that ‘‘communications of this [confidential] type 
[all communications to the attorney have, until now, been 
thought to be confidential] were not revealed or even sought 
to be revealed.’’ (/d., p. 3590). The defendant's confiden 
tial communication to his attorney is precisely what the 
report does reveal 

The holding in this case effectively repudiates the deci 
sion of another panel of the Court. In Colton v. United 
States, 306 F.2d 633, 639 (2d Cir. 1962) (Lumbard, C.J., 
Swan, Kaufman, JJ.), cert. denied, 371 U.S. 951 (1963), 
the Court stated the rule to be that ‘the attorney-client 
privilege protects * * * those papers prepared * * * by th 
attorney to record confidential communication sll 
Ilere there can be no question that counsel's report records 
his client's communication to him. Yet the Court has pet 
mitted the introduction of the report in evidence, appar 
ently on the theory that even if Colton requires exclusion 
of the document, the rule there stated vanishes whenever 


yme other basis appears on which the document might be 
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admitted. But the privilege always excludes evidence oth 


erwise admissible 

The new hostility to the privilege reflected in the Court's 
cfiorts to devise an eseape hatch from the traditional tui 
jeopardizes the confidentiality, and hence the frankness and 
candor, of every attorney's communications with his clients 
and every client’s communication with his attorney No 
such result, we submit, should be countenanced without the 


concurrence of the full court. 


3. The indictment failed to state a federal offense. The 
first 15 counts on which the defendant went to trial--and 
on which he was convicted—failed to allege that the perti 
nent labor organizations were engaged in an industry af- 
fecting comnierce, as required by the applicable federal 
statute. The indictment fails to demonstrate, as we be- 
lieve it must, that the grand jury charged all essential ele 
ments of the crime. Moreover, nothing in the record indi- 
cates that the grand jury ever knew that the involvement 
of interstate or foreign commerce was an essential element 
of the charged offenses (if they knew it, but did not charge 
it, the indictment is clearly bad); nothing indicrtes the 
grand jury even heard any evidence bearing on the point 
There is thus no assurance—lct alone the traditionally 
necessary assurance of words in an indictment-—that the 
grand jury properly performed its historic function as a 
body of laymen confronted with evidence sufficient to war 
rant their charging the defendant with a federal criminal 
offense. There is merely speculation, rationalization and 
assumption, 

The Court has not met the defendant's contention on 
this issue. Instead, it has speculated on what the grand 
jury might have considered, Thus, the Court says, ‘‘It 
was established that both unions [of which the defendant 


was an official and employee] were certified representatives 
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of employoos under the provisions of the National Labor 


Relations Act. Pursuant to 29 U.S.C §402(}) (1), this fact 
requires that the unions shall be deomed labor organiza 
tions engaged in an industry affecting commerce,"’ (Slip 
opinion, p. 3565). The Court correctly recites the statutory 
presumption, but nothing in the reeord—the critical docu 
ment being the indictmont—indicated the grand jury knew 
of it. 

A similar deficiency undermines the argument that the 
grand jury must have known of the commereo requirement 
because the applicable statute includes the element in its 
definition of the term ‘labor organization,’’ (/d., p, 3568) 
Nothing indicates the grand jury was aware of the statu 
tory definition or was using it, and nothing supports the 
Court's argument that ‘the use of that term of art in the 
indictment necessarily implies that the casential clement of 
interstate commerce j charged in the indictment.’’ (bid ) 
To the contrary, the grand jury, for all we know, and for all 
that the indietmont says, could have been just as aware that 
the definition of “‘Jabor organization” in th basic statute 
governing federal labor relations contains no such com 
meree requirement,* 

The Court also argues that “The « vents described in the 
indictment were quite specific as to the dates of the trans 
actions, the amounts involved and the parties from whom 
the funds were taken. Such allegations were sufficient to 


guard against piving linproper discretion to the court and 


the prosecutor to vary the trial proof from the theory upon 


which the indictment was based."’ (/d,, pp. 3568-69), This 


may be true. But it too does not meet the proposition, con 


- 


National Labor Relations Act, 29 U.S.C 
£152(5), defines a labor organization as “any organization of any 


Section 2(5) of the 


kind, Or any agency or enypl ryee Fepresentatia committee or plan mi 
which cmployees parhicipate and which existe for the purpose, in whole 
or in part, of dealing wit! employers concert me grievances, labor dis- 
putes, wages, rates of pay, hours of employment, or conditions of 
work,” 
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offense while the proscutor tried him on another Rather, 
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Conclusion 


For the reasons set forth above, as well as for 
urged in the fendant’s briefs on 
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Pre-Trial Ruling No. 17. 


UNITED STATES DISTRICT COURT 
DISTRICT OF CONNECTICUT 


Crvm. No. 15,807 


SCM Corporation 


Xerox Corporation 
‘sini dsiaoctauai 


Plaintiff SCM has moved pursuant to Rule 37, Fed. R 
Civ. P., for an order compelling responses to numerous in- 
terrogatories, deposition questions, and document requests; 


defendant Xerox claims the attorney-client privilege. The 


assertion of privilege arises in several different contexts. 
Xeror-Rank Organisation Negotiation 


The first context concerns negotiations between Xerox 
and its joint venturer, The Rank Organisation [Rank], in 
1968-69. SCM seeks to require Xerox personnel to disclose 
what they discussed during those negotiations. At that 
time Xerox and Rank each had a 50% interest in the joint 
venture, and were negotiating Xerox’s acquisition of voting 
and managerial control. The parties appear to assume that 
the substance of the statements by Xerox personnel were 
sufficiently related to the obtaining of legal advice to be pro- 
tected by the attorney-client privilege. The issue is whether 
the privilege was lost because of the discussions held with 
Rank personnel in which that information was revealed, 
This requires consideration of whether Rank and Xerox had 
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sufficiently common interests in the subject of the otherwise 
privileged information to warrant mainte ning the privilege, 
or whether the disclosure to Rank defeated the requirement 
I col pontiaits 

It is apparent from the affidavit of C. Peter McColough, 
then Chief Executive Officer and President of Xerox, that 
the statements claimed to be privileged consist of antitrust 
analysis by Xerox’s attorneys. The key question becomes 
how Rank was interested in those considerations.’ Nerox 
has not established that the discussions with Rank revolved 
around the possibility of shared exposure to antitrust lia 
bility. Instead, it appears that Rank was only indirectly 
concerned with Xerox’s antitrust posture in that Xerox 
was a joint venturer. As MecColough testified, the meet 
ings and statements discussed ‘‘legal considerations affect 
ing Xerox as they related or as they might relate to the 
matters being negotiated.’’ MeColough Deposition, Tr. 
2251-52 (May 1, 1975). Rank’s interst in the negotiations 
does not appear to be that of a potential co defendant in 
a possible antitrust action. Rather, it was negotiating the 
price for relinquishing voting and managerial control in 
Rank-Xerox to its formerly equal partner. On that issue 
the parties were not commonly interested, but adverse, 
negotiating at arm’s length a business transaction between 
themselves. 

The differing business interests of Xerox and Rank are 
apparent from the course of the 1968-69 negotiations. The 


communications in question took place during protracted 
negotiations between joint venturers, but were not directed 
at advancing the joint interest vis-a-vis the rest of the 


world. Instead the parties were negotiating a business 
proposition between themselves. That the overall profit 


‘Note, Waiver of Attorney-Client Privilege on Inter-Attorney 
Exchange of Information, 63 Yale L.J. 1030, 1035 (1954) 
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ability of the joint enterprise was a general consideration 
in whicl both parties’ interests converged does not lessen 
the significance of their divergent interests. Their inter 
ests regarding antitrust considerations were not sufficiently 
common to justify extending the protection of the attorney 
client privilege to their discussions. MeColough is, there- 
fore, instructed to answer the four questions asked of him 
and now in dispute. MeColough Deposition, Tr. 
2252-54 (May 1, 1975). 

The cases relied upon by Xerox are distinguishable, In 
Continental Oil Co. v. United States, 330 F.2d 347 (9th 
Cir. 1964), the exchange of information about grand jury 
questioning occurred among potential co-defendants, In 
Hunydee v. United States, 355 F.2d 183 (9th Cir. 1965), 
the pre-indictment conference was lwid to apprise each 
defendant of the other’s situation and intended plea. The 
court treated the exchange as intended to facilitate repre 
sentation in the coming proceedings and apparently con 
sidered the matters of common interest to predominate 
over the adversity between the interests of the parties. The 
impending indictment of both parties as participants in the 
same illegal transaction presented a situation that justified 
applying the privilege to conversations with their attorney: 
at a conference between them, as if they were co-defend 
ants. The interests of Xerox and Rank do not approach 
that level of common defense. 

In Stanley Works v. Haeger Potteries, Inc., 51 F.R.D. 
551 (N.D. Ill. 1964), and Burlington Industries vy Exxon 
Corp., 65 F.R.D. 26 (D. Md. 1974), courts considered the 
parties’ interests in joint licensing programs sufficiently in 
common to justify protecting communications between the 
interested parties in preparation for trials in which their 
common business interests were involved, 


Each of the protected communications in cases cited by 
Xerox was an instance in which the parties were involved 
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anticipating litigation. The privilege need not be 
| to legal consultations between corporations in litiga 
situations, however. Corporations should be en 


couraged to seek legal advice in planning their affairs to 
ration as well as in pursuing it. The timing and 
the communications are important indicators of 
he measure of common interest: the shared interest neces- 
ary to justify extending the privilege to encompass inter 
communications appears most clearly in cases 
dants and impending litigations but is not neces 


limited to those situations 


Neror-Battelle Antitrust Discussion 


Nerox asserted the attorney-client ‘ivilege when Sol 
M. Linowitz, former Xerox counsel and former member of 
its Board of Directors, was asked about a discussion he had 
with Battelle executives on the subject of antitrust. XNer 
and Battelle may be considered to have shared sufficie: 
common interests in the exploitation of certain xerogra 
patents hat the attorney-client privilege would ap 
propriately apply and protect their Joint discussions on 
topics of common intere: re Yarn Processing 
Patent Litigation, 177 U 514 (S.D, Fla. 1973); 


Burlington Industries v. E ) upra; Stanley 


Works v. Haeger Potteries, Ine., supra But their in 
dividual postures relevant to the antitrust discussions in 
undefined, In order for » Court to make an 

med determination, Linowitz lirected to submit to 

its in camera inspection his affidavit setting 

lleetion of eonve { he had with 


Battelle executives, in which 


Note, The Attorney-Client Privilege in Multiple Party 
% Colum. J.L. & Soe. Prob, 179, 189 (1972 
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antitrust matters were diseussed during the period prior 
to the 1956 Xerox-Battelle agreement See Linowitz 
Deposition, Tr. 421 (Oct. 10, 1975). This recounting of 
what each man said should assist the Court in determining 
whether the interests of their respective companies were 
sufficiently in common with regard to the particular issues 


discussed to justify application of the privilege 


The deposition question asked of Linowitz on July 2. 


1974, at page 193 concerning the Rochester meeting should 
he answered. The discussion between Joseph Wilson and 
Linowitz of Xerox and Crout of Battelle recounted dis 
cussions that had taken place before the firat Xerox-Battelle 
agreement. There has been no showing of common interest, 
or of legal consultation at that discussion. While the ques 
tion was not renewed in all its parts at the time of the 
deposition, SCM has pressed it on this motion. Since the 
claim of privilege is denied, the question should be 
answered, Linowitz Deposition, Tr. 193 (July 2, 1974). 


The Patent Committee 


A related area of dispute is the applicability of the privi 
lege to the committee of Xerox and Battelle representa 
tives that considered the xerography patent structure 
While all work of the committee is not necessarily privi 
leged, the requisite common interest to satisfy the confi 
dentiality aspect of the privilege appears to have been 
present on the subject of the development of xerographic 
technology and related patent rights. Chester Carlson, 
Battelle, and Xerox shared a business interest in the suc 
cessful exploitation of certain patents. Whether the legal 
advice was focused on pending litigation or on developing 
a patent program that would afford maximum protection, 
the privilege should not be denied when the common inter 
est is clear. Cf. 8 Wigmore § 2294 (McNaughton rev. 1961). 
In this setting of joint analysis and cooperative study, the 
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three parties’ common interests in patent protection pre 
dominated. Cf. In re Yarn Processing Patent Litigation, 
spra; Burlington Industries v. Exxon Corp., supra; Stan 

ley Works v. Haeger Potteries, Inc., supra, The Court has 
examined the excised portions of the Battelle memoran 
requested during the deposition of Dr. John H 


auer on October 25, 1974, at page 380, and found them 


to concern litigation and patent matters, They remain pro 


The letter from Linowitz to Frank Steinhilper, 

ornevs, dor j idee it } leged charac 

ter because it requested preparation of a presentation to 
be shared with Battelle, nor because of the reference to 
the opinion of Carlson. PX 336A. The question asked of 
Dessauer on October 30, 1974, at page 19, calling for 
evaluation of basic patent protection asks for legal 


ice and need not be angewered,’ 


Patent Information 


M's document request, Dessauer Depo 


ition, Tr. 48 (Nov, 1, 1974), by asserting the attorney 
‘lent privilege but has failed to establish that the docu 


confidenital communications 
documenta 


oranda pt r neva in the Xerox patent 
Inquiry into Reasons for Decisions and State of Mind, 


following question asked what Dr, Dessauer considered to 
technical advantage Deasauer Deposition, Tr. 19 1. 

et, 30, 1974 That question appears to be directed at 

i onsiderations, ¢.g., an evaluation of producta with those 
if competitors, Dr, Dewsauer did discuss that question later in 
his deposition testimony. /d, at 32-44. Dr, Dessauer should have 
ulso answered the earlier question now in dispute and is directed 


to do #0 


~~ 
‘ 
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department." Ralabate Affidavit 3. They contain muel 
public information (patent numbera, holders, dates of ap 
plication and isenance), brief ceseriptions of the patents, 
and what Xerox characterizes as legal opinions regarding 
patent applicability. The public information is not pro 
tected. See United States v. Silverman, 490 F.2d 106, 121 
92 (2d Cir. 1970): United States v. United Shoe Machinery 
Corp., 89 F. Supp. 357, 359 (D, Masa, 1950). The technical 
information is probably discoverable as facts within the 
knowledge of Xerox. See City of Philadelphia v,. Weating 
house Elec. Corp., 2065 F. Supp. $30, 831 (.D Pa, 1962) 
Legal departmenta are not citadela in which public, bum 
ness or technical information may be placed to defeat dis 
covery and thereby ensure confidentiality. See Natla 
Ziete, 418 F.2d 633, 637-38 (7th Cir. 1969) Whatever legal 
judgmenta are contained in the documents ‘ould merit 
protection, if at all, as work product, not by application of 
the attorney-client privilege Hickman vv. Taylor, 720 Us 
495, 508 (1947). 

Xerox's alternative claim to work product protection 
fails for another reason. Only PS 22049 and PS 01580 
are apecifical y claimed to have been prepared in anticipa 


tion of litigation, Xerox Memorandum p,. 165, and exam 


‘This discussion ia particularly concerned with PS 91190, PS 
91978, PS 1741, PS 21189, PS 90209, PS 91459, and PS 91465 


Other documenta submitted for in camera inspection involve 
requests from third parties for liste of patents promised by legends 
on certain Xerox machines and Xerox internal communications in 
preparing its responses, PS 296, PS 101387, PS 101990, PSs 
101391, PS 101992, PS 101993. The internal documents were 
circulated between Xerox patent attorneys and the office of ita 
general counsel, Legal opinions regarding patent coverage con 
tained in these documenta were ultimately revealed to the third 
parties and confidentiality thereby relinquished The other oon 
tent of the documenta merely reveals the mechanics of reeponding 
to the intercorporate inquiry and does pot merit the protection 
of the privilege 


8a 
Pre-Trial Ruling No. 17. 


ination of the other documents does not reveal any basis 
from which to infer that they were sufficiently connected 
to litigation to merit protection. While some authority 
exists for broadly construing how far litigation may be 
anticipated, see Sylgab Steel & Wire Corp. v. Imoco-Gate- 
way Corp., 62 F.R.D. 454 (N.D. Ill. 1974); American Opit- 
cal Corp. v. Medtronic, Inc., 56 F.R.D. 426 (D. Mass. 1972) ; 
Stix Products, Inc. v. United Merchants & Manufacturing, 
Inc., 47 F.R.D. 334 (S.D.N.Y. 1969), no decision has 
stretched the concept to the extent requested here. A spe- 
cifie claim must have arisen to make the prospect of liti- 
gation identifiable in order for the work product rule to 
apply. See Sylgab Steel €& Wire Corp. v. Imoco-Gateway 
Corp., supra; Abel Investment Co. v. United States, 53 
F.R.D. 485 (D. Neb. 1971); Technograph, Inc. v. Texas 
Instruments, Inc., 43 F.R.D. 416 (S.D.N.Y. 1967). 

Xerox has failed to establish the strict applicability of 
either the attorney-client privilege or the work product 
doctrine. Nevertheless, this Court retains some hesitancy 
about foreing counsel to hand over documents concerning 
its patents to a party opponent. Cf. Hickman v. Taylor, 
329 U.S. 495, 510 (1947). On this motion, the balance 
between discovery policies and hesitancy to unlock an 
adversary attorney’s file will be struck in favor of dis- 
closure. Here the requested documents reveal lists of 
patents and their commercial uses according to Xerox’s 
patent department. Were this simply a patent case such 
discovery might not be allowed because, in listing patents, 
the lawyer’s implicit judgments as to coverage might be 
significant. But in the context of this antitrust action the 
detail of the material to be disclosed may be probative 
without any regard to a lawyer’s judgment as to the cover- 
age of any particular patent. What will be important will 
be whether “CM ean establish that Xerox retained a large 
number of unused patents. No claim to protection having 
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been sustained, the documents submitted in response to 
this discovery motion and so far discussed should be pro- 
duced to SCM. 

PS 22049 and PS 91380 are claimed to have been pre- 
pared in connection with a 1970 patent infringement suit. 
Once having been work product, these documents do not 
automatically lose that protection in subsequent litigation. 
Duplan Corp. v. Moulinage et Retorderie de Chavanoz, 487 
F.2d 480 (4th Cir. 1973); see Republic Gear Co. v. Borg- 
Warner Corp., 381 F.2d 551, 557 (2d Cir. 1967) ; cf. Mid- 
land Investment Co. v. Van Alstyne, Noel & Co., 50 F.R.D. 
134 (S.D.N.Y. 1973). It is not clear whether the series 
of patent infringement suits filed by Xerox against IBM 
has been concluded or whether the underlying dispute has 
been settled. So, while this antitrust action was not the 
litigation ‘‘viewed’’ by Xerox attorneys preparing these 
papers, the legal opinions and facts contained therein may 
remain protected as work product. Compare Republic 
Gear Co. v. Borg-Warner Corp., supra, with Duplan Corp. 
v. Moulinage et Retorderie de Chavanoz, 509 F.2d 730 (4th 
Cir. 1974), cert. denied, 420 U.S. 997 (1975). Further- 
more, SCM has not demonstrated substantial need for 
these specific materials, nor any undue hardship in being 
able to obtain substantially equivalent information. Fed. 
R. Civ. P. 26(b) (3). 

The interrogatories present somewhat different ques- 
tions. Interrogatory 62 asks for (a) identification of each 
patent used in Xerox duplicators and (b) identification of 
each presently pending patent application. It is uncon- 
tested that from the 1950’s until ap»roximately January, 
1972, when a change in policy was implemented, Xerox had 
affixed data plates to its machines either listing the patents 
used or representing that a list of patents used in that 
machine would be supplied upon request. That policy and 
the reinforcing testimony of Linowitz establish that such 
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patent information was not intended to be kept confiden- 
tial during that time period, and it is not now protected. 
Xerox should answer interrogatory 62(a) as it relates to 
models that bore such legends. See 8 Wigmore, supra, 
§ 2311. 

Xerox need not express its opinions as to which patents 
were used in its machines after January, 1972, when a 
change in its policy of disclosure was implemented, nor as to 
duplicators that never carried a legend promising dis- 
closure. Xerox's responses to third-party requests for 
patent information before the change in policy did not 
include the listing of patents pending, and there is no in- 
dication that Xerox ever intended to make public its opin- 
ions concerning which pending patents were employed in 
its products. That information need not be disclosed now. 
These aspects of the interrogatory requests not simply 
duplicative of the document discovery would require Xerox 
to formulate opinions not required to particularize any of 
its own claims. It is also the type of burdensome trial 
preparation that Xerox need not undertake for SCM, es- 
pecially in light of the document discovery being granted. 
See Pre-Trial Ruling No. 12 at 3 (May 29, 1975). Similarly, 
interrogatory 63 need not be answered—it concerns Rank- 
Xerox and Fuji-Xerox duplicators. 


Inquiry into Reasons for Decisions and State of Mind. 


In this group of questions the issue is whether SCM may 
ask for reasons underlying particular decisions or actions 
when the answer will reveal legal advice received and 
thereby disclose a privileged conversation between client 
and attorney. Communications by the attorney to the client 
in the consultation process are privileged when they state 
or imply facts communicated to the attorney in confidence. 
See United States v. Silverman, supra, 430 F.2d at 122. 
The claims to privilege by Xerox executives will not be 
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circumvented by framing the question to request reasons 
for a decision when there is every indication that those 
reasons are limited to reliance on protected legal advice. 
It is true that a client’s knowledge of facts may not be 
cloaked under the attorney-client privilege by incorporat- 
ing a statement of those facts in a communication to the 
attorney. But privileged advice does not lose its protection 
when the client adopts it. To allow a litigant to probe 
beyond the assertion of privilege to the substance of the 
legal advice because the client takes the advice to heart and 
acts upon it would effectively cireumvent the protection of 
the privilege. For this reason when a deponent answered 
a question about his reasons by saying that he was only 
relying on his attorney’s legal advice, that answer is a suf- 
ficient response. Dessauer Deposition, Tr. 71 (Dee. 5, 
1974); Linowitz Deposition, Tr. 568 (Nov. 25, 1974). 

Along the same lines, when SCM asked for considera- 
tions or asked questions to elicit what it characterizes as 
a state of mind, and the response clearly indicated that the 
deponent was relying on legal advice, the attorney-client 
privilege will apply. McColough Deposition, Tr. 922 
(June 26, 1974), 967 (Sept. 20, 1974), 1648 (Dee. 20, 1974) ; 
Dessauer Deposition, Tr. 19 (Oct. 30, 1974).° 

A related problem arises with respect to a group of depo- 
sition questions asking MeColough for the reasons or con- 
siderations involved in decisions to grant or refuse licenses; 
he responded that the business and legal reasons were so 
interwoven that he could not answer without disclosing 
privileged conversations. By contrast to the groups of 
questions juct discussed, to which a deponent responded 
that he relied upon the advice of counsel, in his answers 
McColough recognized that both legal and business con- 


» 


‘It is apparent that the response to the question asked Dr. 
Dessauer on April 23, 1975, at 29-30, would encounter the same 
claim, reliance on legal advice. 
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siderations were involved. The mere mention of business 
considerations is not enough to compel the disclosure of 
otherwise privileged material. See United States v. United 
Shoe Machinery Corp., supra, 89 F. Supp. at 359. Here 
it is not clear that the decisions were the type in which 
business personnel defer to the recommendation of legal 
staff. Licensing decisions may contain a legal component, 
but are not inherently dependent on legal advice; they 
are essentially business decisions. Legal advice should 
remain protected along with “‘nonlegal considerations”’ dis- 


cussed between client and counsel that are relevant to 


that consultation, but when the ultimate decision then re- 
quires the exercise of business judgment and when what 
were relevant nonlega! considerations incidental to the 


ion of legal advice emerge as the business reasons 
for and against a course of action, those business reasons 
considered among executives are not privileged. They 
are like any other business evaluations and motivations 
and do not enjoy any protection because they were alluded 
to by conscientious counsel. To protect the business cor- 
ponents in the decisional process would be a distortion 
of the privilege. The attorney-client privilege was not 
intended and is not needed to encourage businessmen to 
discuss business reasons for a particular course of action. 
See Simon, The Attorney-Client Privilege as Applied to 
Corporations, 65 Yale L.J. 953, 995-65 (1956); cf. City 
of Philadelphia v. Westinghouse Elec. Corp., supra. 
MeColough has stated that he was concerned with both 
business and legal aspects of the licensing decisions. Since 
McColough was unable to separate these aspects he is 
ordered to answer the eight questions listed below in an 
affidavit to be submitted for in camera inspection and de- 
scribe the decision making process so that the Court may 
determine whether the business considerations are the type 
of ‘‘relevant nonlegal considerations’’ incidental to legal 
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consultation referred to by Judge Wyzanski in United 
States v. United Shoe Machinery Corp., supra. MeColough 
Deposition, Tr. 251 (June 18, 1974), 1494, 1496-97, 1504-05 
(Dec. 19, 1974), 1663 (Dec. 20, 1974), 1783 (Mar. 3, 1975), 
1819, 1827 (Mar. 4, 1975). 

Finally, the four questions asked to elicit the evaluation 
of business interests affected by the eventual expiration of 
the basic Carlson patents should be answered. Dessauer 
Deposition, Tr. 370 (Oct. 25, 1974), 71 (Oct. 31, 1974); 
Linowitz Deposition, Tr. 525, 527 (Nov. 25, 1974). While 
those business interests might ultimately be influenced by 
the strictures of law, basic business effects, considerations, 
and policy should be disclosed. The substance of particular 
legal advice is not ordered to be revealed; patent or anti 
trust advice from counsel may remain undisclosed. 


Communications Between Executives® 


This group of questions involves communications be 
tween Xerox executives. A privileged communication 
should not lose its protection if an executive relays legal 
advice to another who shares responsibility for the subject 
matter underlying the consultation. See Sylgab Steel & 
Wire Corp. v. Imoco-Gateway Corp., supra, 62 F.R.D. at 
456; United States v. Aluminum Company of America, 193 
F. Supp. 251, 253 (N.D.N.Y. 1960). It would be an un- 
necessary restriction of the privilege to consider it lost 
when top management personne! discuss legal advice. For 
this reason Dr. Dessauer’s claim to privilege on November 
1, 1974, page 58, is sustained. 

As previously discussed howeve., business factors rele 
vant to a corporate decision are not entitled to protection 


* Xerox has withdrawn its claims to privilege for the documents 
requested at Dr. Dessauer’s deposition on October 30, 1974, at page 
67, and February 12, 1975, at page 94. 
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unless they are merely incidental considerations helping to 
inform the legal advice. When the ultimate corporate 
decision is based on both a business policy and a legal 
evaluation, the business aspects of the decision are not pro- 
tected because legal considerations are also involved. 

Dr. Dessauer was asked a series of questions about the 
discussions that led to his vote authorizing the acquisition 
of Rank-Xerox stock from Rank. Dessauer Deposition, Tr. 
89 |, 20, 90 (Apr. 23, 1975). Were the discussions intended 
to communicate confidential legal considerations, he would 
possess a valid claim to privilege since his testimony was 
that no business reasons for the purchase were shared with 
him that he could recall. See id. at 88 1. 5, 90 1. 19, 91 1 
17. Since those legal considerations appear to have been 
shared with Rank, however, the requisite confidentiality is 
lacking, and Dr. Dessauer is directed to answer the ques- 
tions.’ 

McColough’s conversations with Wilson about potential 
future antitrust problems took place against a background 

sting that they were discussing the recent recom- 
dation of their corporate counsel concerning licensing 
licy and antitrust implications. A discussion between 
executives of legal advice should be privileged, MeColough 
Deposition, Tr. 934 (Sept. 20, 1974). Similarly when 
MeColough was asked what he knew and what Wilson 
had said about the seope of patent coverage and he 
answered that everything he and Wilson knew about 


Nerox’s patent coverage came from its lawyers, the privi- 
lege attached. Jd. 1730-32 (Mar. 3, 1975). That privilege 
would not extend blauket protection over Wilson’s busi- 


Ordinarily ke would only have to answer a question asking 
his reasons for voting in a particular way as a director by reveal- 
ing his business reasons. Dessauer Deposition, Tr. 89 1. 5 (Apr. 
23, 1975). Here his reasons should also include the legal con- 
siderations that were shsred with Rank during negotiations. 
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ness evaluations of the best way to proceed as an enter 
prise, however. Conversations between executives about 
the company’s business policies are not protected. See 
United States v. International Business Machines Corp., 
66 F.R.D. 206, 210 (S.D.N.Y. 1974). 

MeColough was asked on June 19, 1974, at page 319, 
whether there had been any discussions of the impact 
of bringing a patent infringement suit on IBM’s market- 
ing efforts. The process leading to the decision whether 
to sue or not is the type of decision making process that 
requires the best informed recommendation of counsel 
and the fullest cooperation of the client. Still, diseus 
sions separate from substantive iegal considerations that 
eventually feed into the corporate decision and are directed 
at the possibility of securing a business advantage should 
not be protected. The question should be answered. 

Linowitz was asked a series of questions about discus- 
sions with Wilson concerning the readjustment of the 
Xerox-Battelle relationship. Linowitz’s claim to privilege 
extends only to substantive legal discussions not shared 
with Battelle. Linowitz Deposition, Tr. 447 (Oct. 10, 


1974). It is hard to see how the value Xerox placed on 
the rights to future technology developed by Battelle could 


be considered privileged since that value must have been 
« subject of negotiation with Battelle. The question asked 
of Linowitz on October 10, 1974, at page 460, should be 
answered. The question asked of him on November 25, 
1974, at page 532, is moot. 

Dr. Dessauer asserted the privilege when asked whether 
he had ever recommended that Xerox act to prevent an- 
other company from becoming a competitor. Dessauer 
Deposition, Tr. 72-74 (Dee. 5, 1974). In order to resolve 
the claim of privilege, Dr. Dessauer should submit for 
in camera insnection his affidavit setting forth the circum- 
stances of any discussion in which he made such a recom- 
mendation, with whom he was speaking, and what he said. 
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Waiver 


In PX 89, a letter from Linowitz to Wilson reporting a 
meeting with an IBM executive and a diseussion of li 
censing, 12 lines have been excised that contain legal evalu- 
ations by Linowitz. MecColough Deposition, Tr, 959 (Sept. 
4), 1974). SCM claims that PX 212 discloses the sub 

of Linowitz’s advice and vitiates the protection 
otherwise attaching to that statement. Xerox argues that 
the crucial sentence in PX 212 was left in it through inad 
vertence. Xerox points to the fact that the initial pro 
duction of the document to the FTC did not include the 
critica) reference. Xerox’s affidavits imply that after docu 
ments were screened for production to the FTC they were 
thereafter simply copied en masse and not examined again 
for privileged information. If that was the case, the some 
what troublesome claim of inadvertence wil! be accepted 
and the claim to privilege sustained. If the doeuments 
were, in fact, individually screened for privileged material 
before being forwarded to Litton, IBM, and SCM, the re 
peated inclusion of the statement would not be easily ex 
cused. On the state of the affidavits as they now stand, the 
claim of inadvertence is upheld and no waiver established. 
Accordingly, MeColough need not answer the questions 
asked on June 26, 1974, at page 869, and on September 20, 
1974, at page 957, of his deposition. 
SCM’s waiver argument is stronger concerning the Cole 


") 


ate 


memorandum. MeColough Deposition, Tr. 986 (Sept. 


1974). Ree at testimony, Linowitz Deposition, Tr. 10-12 


| 
(Nov. 18, 1975), reveals that much of the substance of 
Whitney North Seymour's advice concerning IBM's li 


censing request, the subject of the memorandum, was 
shared with IBM. The diselosure goes to the substance 
and strategy of Seymour's analysis and is sufficient to 
constitute a waiver of the section of the Cole memorandum 
entitled /BM, at 3-4. MeColough should also answer the 
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related question asked of him on June 26, 1974, at pages 
867-68. 

Dr. Dessauer’s colloquy with counsel concerning whether 
he believed Xerox could take advantage of the patent sys- 
tem and the impact of antitrust laws did not waive any 
attorney-client privilege. Dessauer Deposition, Tr. 25-26 
(Apr. 23, 1975). He merely testified that Xerox retained 
counsel and endeavored to follow his legal advice. The 
substance of those legal consultations may remain privi- 
leged. Dessauer Deposition, Tr. 30 (Apr. 23, 1975). 

SCM asks, on the ground of waiver, that MeColough be 
instructed to answer a question about Wilson’s statements 
concerning the scope and extent of Xerox’s patent coverage. 
As the factual predicate for this conclusion, SCM recites 
numerous public statements by Xerox executives. These 
statements are general, vague, and conclusory. In sub 
stance they reveal that Xerox thought patents important to 
its business, that Xerox held hundreds of patents, and that 
Xerox considered itself to be suecessfully pursuing a power 
ful patent position. These self-interested charac erizations 
ey hardly 


t 
I 


inay have had some public relations benefit, but t 
amount toa waiver. See Bose Corp. v. Linear Design Labs, 
Inc., 71 Civ. 3103 (S.D.N.Y. Mar. 10, 1975). 

SCM also urges waiver based on certain disclosures that 
Xerox claims were inadvertently made during extensive 
document production. On the basis of the Xerox affidavits, 
the inadvertence is sufficiently established to preclude the 
use of these disclosures as grounds for waiver. The claim 
o privilege is sustained, and related questions need not be 
anawered. MeColough Deposition, Tr. 1730 (Mar. 3, 1975). 

lhe claim of waiver because of Wilson's letter to William 
Call, PX 370, stating that the whole Electrofax develop 
ment was dominated by basic xerographie patent protec- 
tion, is denied. Linowitz Deposition, Tr. 775 (Jan. 1, 1975). 
While more specific than the other statements of Xerox 
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executives, this disclosure does not rise to the level at which 
fairness would demand that the privilege cease. Sec 


Wigmore, supra, § 2327. Finally, SCM’s claims of waiver 


as to infringement of Xerox patents are also denie:l. 
MeColough Deposition, Tr. 251 (June 18, 1974), 1°43 
(Dee. 20, 1974). 

The Court expects that the decisions expressed in v 
ruling will provide sufficient guidance to the parties 
enable them to resolve any remaining disputes as to U 
availability of the attorney-client privilege. Obviously 
resort to the Court every time a deposition question en 
counters a claim of privilege is impractical. If hereafter 
an issue of privilege arises in a context reasonably governed 
hy this ruung, and a party either asserts the privuege or 
claims its unavailability in contravention of the decisions in 


this ruling, significant sanctions will be imposed. 


‘ew Haven, Connecticut, this 4 


Jon O. Newman 
United States District Judge 
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DISTRICT OF CONNECTICUT 
Crvm No. 15,807 


ne ener 


SCM Corporation 


Xerox Corporation 


This Ruling, prompted by Xerox's motion for reconsid 
eration of certain aspects of Pre-Trial Ruling No. 17, con 
cerns primarily the availability of the attorney client 


privilege to protect disclosure of documents prepared by 
attorneys in Xerox's patent department. Xerox asserts 


privilege on the ground that these documents include 
legal opinions of its patent attorneys concerning the cov 
erage of particular machines by specified patents. Whether 
reconsideration can produce the clarification Xerox seeks is 
in some doubt, but since the issue arises in a field plagued 
by vague and often inconsistent judicial decisions, it may 
be useful to attempt a further discussion of the problem. 


1. An initial question is whether the privilege protects 
all advice from attorney to client, or only advice that re- 
veals (by adoption or implication) a fact communicated in 
confidence by the client to the attorney. The narrow posi 
tion was set forth with emphatic precision by Judge 
Wyzanski in his oft-cited opinion in United States v. 
United Shoe Machinery Corp., 89 F. Supp. 357, 858 
(D. Mass 1950) (“the communication relates to a fact of 
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which t attorney was informed (a) by his client (b) 

without the presence of strangers (¢) for the purpose of 

securing primarily either (1) an opinion on law or (ii) 

legal services or (iii) assistance in some legal proceed 

"), Among cases explicitly adhering to this view 

elton v. United States, 306 F.2d 633, 637 (2d Cir. 

States v. International Business Machines 

pi, D. 206, 211-12, 215 (S.D.N.Y. 1974); Bird 

Penn Central Co., 61 F.BRLD. 48, 46 (B.D. Pa. 1973); Sperts 

Products, Inc. v. Coca-Cola Co., 262 ¥. Supp. 148, 149, 151 

(D. Del. 1966): American Cyanamid Co. v. Hercule Pou 

der Co., 211 F. Supp. 85, 87, 90 (D, Del 1962),’ See also 
MeCormick, Evidence 493 (1954) 

The broader position, protecting any legal advice from 
attorney to client, is supported by Dean Wigmore, 8 Wig 
more, Evidence 42320 (McNaughton Rev. 1961), and has 
heen stated in some decisions, ¢.g., Natta v. Hogan, 392 
F.2d 686, 692-93 (10th Cir. 1968); American Optical Corp. 
vy. Medtronics, Inc., ' F.R.D. 426, 480 (D Mass. 1972) 
(alternate holding). Other decisions such as Jack Winter, 
Inc. v. Koratron Co., 54 F.R.D. 44, 46 (N.D. Cal. 1971), and 


United States v. Aluminum Co. of America, 193 F. Supp. 


951. 943 (N.D.N.Y, 1960), have implied the use of a broad 


lv fair to include in this category 8 in 1 Pet Prod 

vift & Co, 218 F. Supp. 263 (S.D.N.Y. 1963 It 

the advice of counsel based upon the confidential com 

ieations of a client ia privileged.” /bid. It also states “legal 

“e rendered to a corporation by an attorney in ita employ 

within the attorney-client privilege.” Jbid, This appears to 

be a statement that house counsel] are within the seope of the privi- 

lege, without broadening the privilege to dispense with the require- 

of advice based én confidential communications from the 

client. The citation to United Shoe points in that direction, al 

though the citation to the broader rule stated in § Wigmore, Evt 

dence § 2320 (MeNaughton Rev. 1961) points the other way. Ace 

also J. P. Foley & Co. v. Vanderbilt, 65 F.R.D. 523, 526 (S D.N.Y 
1974 
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rule, but without noting whether or not the acvice was 
based on a fact communicated by the client, That the ad 
vice was actually based on such a fact seems likely in some 
of these cases. Indeed, the ALCOA ruling states the 
broader rule but specifically cites the narrower United 
Shoe standard as “outlining the requirements to be shown 
by the party asserting the privilege.” /d. at 202 

Chis eplit in authority ia further complicated by two 

sions within thie Circuit In Georgta-Pacife Plywood 
Co. v. United States Plywood Corp., 18 F.R.D. 463 (S8.D 
N.Y 1956), then Diatriet Mig Kaufman quoted Judge 
W vzanski's formulation of » narrow standard and then 
observed, “Since communications by the attorney to the 


client might reveal the substance a client's communica 


tion they are also within the privilege.” /d. at 464. Again, 


the statement of a broader rul coupled 
the narrower United Shoe standard is perplexing 
ikely that Judge Kaufman intended to abrogate 

itation contained in Judge Wyzaneki 
which he quoted at itl Perhaps 
meant only that if it is not clear whethe 
tion from the attorney relates to a Tac 
by the client, the privilege should apply 
the risk of revealing client confidences. That approach 
would simply ease the client’s burden of demonstrating 
that the privilege applies, but would not extend the privi 
lere to communications from the attorney that demon 
strably do not relate to facts disclosed by the client 

In United States v. Silverman, 430 F.2d 106 (2d C 
1970), the issue was the relatively easy one of whether the 
privilege protected against disclosure at trial of an attor 
ney’s report to a client union that disclosed minutes of a 
union meeting. The Second Circuit held that the report 
was not privileged since no confidential communication was 
involved, the minutes being public recorda. The uncertain 


significance of the decision arises from the inelusion and 
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subsequent deletion of a paragraph that specifically articu- 
lated the narrow standard, protecting communications 
from attorney to client only when they reveal confidential 
communications from client to attorney. Jd. at 122. Upon 
petition for rehearing, the Court of Appeals deleted this 
paragraph from its prior opinion. United States v. Sil- 
verman, 439 F.2d 1198 (2d Cir. 1970). This was done “to 
avoid any . . . impression” that the earlier opinion made 
“an exception to the attorney-client confidential communi- 
cation rules.” Ibid. Xerox contends that the deletion 
demonstrates the Second Circuit’s rejection of the narrow 
standard. I agree with Judge Edelstein that the deletion 
should not be given such significance. United States v. 
International Business Machines Corp., supra, 66 F.R.D. 
at 215. Neither the inclusion nor the deletion of the para- 
graph had any bearing on the Silverman holding. which 
rested entirely on lack of confidentiality. It is as likely 
that the paragraph was deleted because it was unnecessary 
as because it was an incorrect statement of the Jaw. Or 
the Court may have been concerned that the deleted para- 
graph, describing attorney’s advice as unprivileged unless 
it has the effect of revealing client confidences, stated the 
narrow standard too strictly; advice that risks disclosure 
of client confidences is entiled to protection, even under 
the narrow standard. See Georgia-Pacific Plywood Co. v. 
United States Plywood Corp., supra. Moreover, the Sil- 
verman opinion, even as unmodified, cited with approval 
the Court’s prior decision in Colton v. United States, supra, 
which supports the narrow standard. 

One other source of “guidance” should be noted. The 
Federal Rules of Evidence, as originally proposed by the 
Supreme Court, contained a detailed provision for the at- 
torney-client privilege, which dispensed entirely with the 
qualification that the attorney’s advice relate to facts com- 
municated by the client. See proposed rule 503(b), 56 
F.R.D. 183, 236 (1972). The proposed rule would have pro- 
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tected any confidential communication from attorney to 
client “made for the purpose of facilitating the rendition 
of professional legal services to the client.” Inexplicably 
the Advisory Committee’s Note does not discuss the two 
lines of authority on this point, nor even mention the choice 
implicitly made. While the proposed rules, even to the 
extent rejected by Congress, are nonetheless some evi- 
dence of “the principles of the common law” that are to 
govern privilege questions arising under elaims founded 
on federal law, Fed. Rules Evid. Rule 501; see Eutectic 
Corp. v. Metco, Inc., 61 F.R.D. 35, 38 n.1 (E.D.N.Y. 1973), 
I cannot accept proposed rule 503(b) as authoritative, es- 
pecially in view of the total absence of any reasoned ex- 
planation from the drafters for resolving an unsettled ques- 
tion. See Duplan Corp. v. Deering Milliken, Inc., 397 F. 
Supp. 1146, 1160-61 (D.S.C. 1974). 

I see no reason to broaden the privilege beyond the nar- 
row standard as set forth in United Shoe. The purpose of 
the privilege is to insure that the client may confide in his 
attorney to obtain legal advice. Unless the legal advice 
reveals what the client has said, no legitimate interest of 
the client is impaired by disclosing the advice. Wigmore’s 
discussion of the broader standard ecncedes that it is not 
based on ‘‘any design of securing the attorney’s freedom 
of expression.’’ Wigmore, supra, § 2320, at 629. His 
rationale is twofold: to prevent use of the attorney’s state- 
ments as admissions of the client or as revelations of the 
client’s communication. The latter reason, of course, is 
safeguarded by the explicit requirement of the narrow 
standard. That same requirement seems adequate to pro- 
tect against admissions entitled to protection. If the attor- 
ney’s statement is based upon a fact communicated by the 
client, its use as an admission is barred by the availability 
of the privilege, even under the narrow standard. If the 
attorney makes an admission as agent for his client, with- 
out revealing a fact confidentially communicated from the 
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client, no reason appears why such admission should be 
protected? Thus, Wigmore’s reasons for adopting the 
broad standard are adequately satisfied by the narrow 
standard. 

Whether the Georgia-Pacific qualification should be 
adopted is a closer question. Extending the privilege to 
communications from the attorney that ‘‘might”’ reveal 
client confidences reverses the normal approach that places 
the burden of establishing entitlement to the privilege on 
the client who claims it. On the other hand it does serve 
the purpose of the privilege by maintaining a client’s 
ability to confide fully in his attorney. Without the pro- 
tection for attorney communications that arguably contain 
client confidences, clients might be inhibited from confiding 
in their attorneys for fear that they might not be able to 
demonstrate that the attorney’s communication was in fact 
based on their communication to him. The risk of such 


inhibition is virtually removed by holding the privilege 
unavailable when the attorney’s communication is demon- 
strably based on facts that did not come from the client in 
confidence. 


9. A second issue is whether the attorney’s advice is 
privileged only when communicated to the client or when- 


2 The discussion in the Wigmore treatise concerning the need 
to prevent the use of the attorney '’g statements as admissions of 
the client refers the readers to § 1071, which concerns adoption by 
silence of statements made in one’s presence. That situation too 
is adequately protected by the narrow standard. If an attorney's 
advice were admissible only because it had been tacitly adopted 
by the client, the tacit approval (equivalent to a spoken approval) 
is a confidential communication from the client to the attorney 
that would be revealed by the attempt to make the attorney’s ad- 
vice admissible. If the attorney's advice is admissible without 
adoption by the client, or as in discovery, is useful to the adverse 
party without regard to whether it was adopted by the client, there 
is no reason to consider it privileged. 
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ever expressed in confidence, such as in a memorandum to 
his own file. Hickman v. Taylor, 329 U.S. 495, 508 doris ), 
provides at least the basic answer when it states ‘‘Nor 
does this privilege concern the memoranda, briefs, com- 
munications and other writings prepared by counsel for 
his own use in prosecuting his client’s case; and it is 
equally unrelated to writings which reflect au attor- 
ney’s mental impressions, conclusions, opinions or legal 
theories.’? Accord Natta v. Zletz, 418 F.2d 633, 637-38 
(1969) ; see also Dura Corp. v. Milwaukee Hydraulic Prod- 
ucts, Inc., 37 F.R.D. 470, 473 (E.D. Wis. 1965). 

Of course, the attorney’s opinion and legal theories, even 
if recorded in his own files, are privileged under the narrow 
standard of United Shoe if they reveal information sup- 
plied in confidence by the client. But absent such informa- 
tion from the client, it is only the work product rule and 
not the privilege that protects the attorney’s uncommuni- 
cated expression of opinion. 


3. A third issue coneerns the role of in-house patent 
counsel. Judge Wyzanski observed in United Shoe that in 
view of the usual duties of a person in a corporate patent 
department, the relationship of such a person to the cor- 
poration is “not that of attorney and client. ” §9 F. Supp. 
at 361. Significantly he illustrates the non- privileged 
activity of such a person with the example of spending 
time on “questions . . . of the scope of public patents 
: «2? Id. at 360. Subsequent cases have somewhat 
refined the broad statements in United Shoe by regarding 
the communications of in-house patent counsel as privileged 
or not, depending on what the attorney is doing in the 
particular communication being examined. Jack Winter, 
Inc. v. Koratron Co., 50 F.R.D. 225 (N.D. Cal. 1970) ; Chore- 
Time Equip., Inc. v. Big Dutchman, Inc., 255 F. Supp. 
1020 (W.D. Mich. 1966); American Cyanamid Co. v. Her- 
cules Powder Co., supra; Zenith Radio Corp. v. Radio Corp. 
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of America, 121 F. Supp. 792, 794 (D. Del. 1954) (no 
privilege when concern is with “scope of public patents’’). 
The privilege is not available when the communication 
from in-house patent counsel does not apply rules of law 
to confidential communications received from the client, 
Paper Converting Machines Co. v. FMC Corp., 215 F. Supp. 
249, 252 (E.D. Wis. 1963), but this is because that type of 
communication is not privileged, not because the person 
transmitting it is (a) in-house, (b) a patent lawyer, or 
(ec) doing what some might regard as nonlegal work. 

In some situations the statements of in-house patent 
counsel might appropriately be viewed as privileged state- 
ments of the client.’ This could occur, for example, if 
patent counsel assembled a list of patents owned by his 
company but not, in his opinion, being used, and sent that 
list to the general counsel or outside counsel with a re- 
quest for advice as to whether the retention of the unused 
patents created risk of antitrust liability. While the pat- 
ents are public, the patent attorney’s opinion as to their 
non-use adds a non-public ingredient, which if ecommuni- 
eated in confidence to seek legal advice might well be 
entitled to protection. 

From this discussion it is apparent that the documents 
in issue are not entitled to protection. They do not re- 
veal facts communicated by the client in confidence. To 
the extent they may express legal opinions, these concern 


’ This appears to be the view expressed in Dura Corp. v. Mil- 
waukee Hydraulic Products, Inc., supra, in which in-house patent 
counsel is described as “an employee of the [corporation] serving 
as its patent counsel.” Jd. at 472. Communications between him 
and outside counsel were accorded the privilege, though communi- 
catiuns between the same outside counsel and the corporation’s as- 
sociate counsel were considered outside the privilege because they 
were not communications between attorney and client. See also 
Duplan Corp. v. Deering Milliken, Inc., supra at 1167; Georgia- 
Pacific Plywood Co. v. United States Plywood Corp., supra at 464. 
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the scope of public patents. It does not even appear 
that the documents were communicated to the client; how- 
ever, even if routine transmission of information copies 
to the general counsel’s office could be considered com 
munication with the client, the “communication”? is still 
not privileged since it demonstrably reveals no confidences 
of the client. Finally, there is no indication that in-house 
patent counsel were seeking anyone’s legal advice concern- 
ing the contents of these documents. Indeed, Xerox’s con- 
tention is that patent counsel were giving, not receiving, 
legal advice. With the attorney-client privilege not avail- 
able to protect these documents, they are properly dis- 
coverable, the work product protection having been ac- 
corded in Pre-Trial Ruling No. 17 only to those documents 
prepared with an eye to litigation.‘ 


Xerox also seeks reconsideration of the ruling that there 
was not a sufficient showing of a shared exposure of Xerox 
and The Rank Organization to antitrust liability during 
Xerox-Rank negotiations to justify considering the legal 
advice given to Xerox officials in the presence of Rank 
officials as sufficiently confidential to remain privileged. To 
bolster its claim, Xerox has now taken the somewhat 
unusual step of submitting ex parte for the Court’s im 
camera inspection an affidavit from counsel for Rank, pur- 
porting to demonstrate the substantiality of the risk of 
shared exposure. 

SCM strenuously objects to the ex parte submission. 


*In order to avoid possible misunderstandings concerning docu- 
ment identification, it should be noted that the reference to PS 
90299 in Pre-Trial Ruling No. 17 n.4 should have been to PS 90295 
et seq. Further, the documents identified by Xerox as PS 91130 
actually begin with the designation PS 91330. 
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This is not a situation where a court directs allegedly 
privileged matter to be submitted for in camera inspection 
so that a determination can be made from the contents as 
to whether the privilege applies. Here Xerox is seeking 
to establish circumstances to demonstrate that deposition 
questions need not be answered because they call for al- 
legedly privileged answers. Furthermore, SCM contends 
there is simply no reason why Xerox should be permitted 
to relitigate the point with a late submission that could have 
been produced before. Without doubting that there is con- 
siderable force to both objections, I prefer to rest decision 
on the unpersuasiveness of the affidavit itself. 

The affidavit was executed by Rank counsel and obtained 
by Xerox counsel for use in litigation. It seems reason- 
able to assume it was worded with some care, and that the 
representations go as far toward advancing Xerox’s posi- 
tion as the oath would permit. While there is a conclusory 
reference to “the possiblity of shared exposure to antitrust 
attack or liability,’’ there is simply no sufficient basis for 
a finding that Rank and Xerox were jointly interested in the 
legal advice Xerox, counsel gave during the course of arm’s 
length negotiation between the two entities. The affidavit 
significantly omits any indication that Rank counsel ever 
suggested to his client the possibility of shared exposure to 


antitrust liability. Rank counsel refers to his own assess- 
ment that there “might” be a challenge and that a challenge 


re 


“could” involve Rank. This assessment, he says, was com- 
municated to Xerox representatives, together with his view 
that there was no antitrust violation. 

Of course there need not be a clear demonstration of 
actual liability before a third party and a client can be 
considered to have a sufficiently common interest in legal 
advice. And the prospect of liability need not arise solely 
in the context of trial preparation. But a client’s sharing 
of its attorney’s advice with a third party is not in con- 
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fidence simply because the third party’s lawyer thought 
that there “might” be a challenge, which “could” involve 
his client. Unless the interests of the parties are demon- 
strably common, as when potential defendants discuss 
grand jury questioning, Continental Oil Co. v. United 
States, 330 F.2d 347 (9th Cir. 1964), or intended pleas, 
Hunydee v. United States, 355 F.2d 183 (9th Cir. 1965), the 
risk of shared exposure must at least be sufficiently sub- 
stantial to have prompted the third party’s lawyer to 
counsel his client regarding the prospective hazard. 

The conclusory statements contained in the affidavit do 
not dispel the view that Xerox wanted to change the ar- 
rangement, without any serious concern about potential 
liability of Rank. As the Xerox president acknowledged at 
his disposition, the meetings and statements discussed 
“legal considerations affecting Xerox.” MeColough Depo- 
sition, Tr. 2251-52 (May 1, 1975). What Xerox has failed 
to demonstrate is that when its personnel discussed legal 
advice they had received with personnel of Rank, the 
Xerox personnel had any reasonable basis for assuming 
that the advice was of such common interest to Rank or 
sufficiently concerned the risk of Rank’s shared exposure 
to liability as would make the advice privileged from sub- 
sequent disclosure. Advice discussed with a negotiating 
adversary in the absence of circumstances supporting such 
a reasonable expectation is not entitled to protection. 


II. 


Xerox requests reconsideration of the ruling requiring 
it to answer Interrogatory No. 62(a), which requests iden- 
tification (by inventor, number, and date and country of 
issue) of each patent ever used in plain paper office copiers 
and duplicators manufactured or marketed by Xerox at 
any time. Pre-Trial Ruling No. 17 required Xerox to an- 
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swer that Interrogatory as to all models that bore a legend 
either listing the patents used or representing that such a 
list would be furnished upon request. Citing other lan 
guage in the Ruling that declined, partly because of undue 
burden, to order Xerox to formulate claims as to patent 
coverage for machines that did not bear such a legend, 
Xerox contends the Court must have intended to require 
an answer to Interrogatory No. 62(a) only to the extent 
that opinions as to coverage are already in existence. 
Xerox is correct in suggesting that the Court did not ex 
pect that response to Interrogatory No. 62(a), to the ex- 
tent allowed, would entail much of a burden. The Court 
assumed that when Xerox represented to the public that 
a list of patents would be furnished upon request, there 
must exist some documents that would have enabled Xerox 
to respond to such an inquiry with reasonable promptness. 
It is hard to believe that Xerox would have answered a 
request by saying, “We have documents that list some pat- 
ents being used, but it will be an enormous burden for our 
patent department to complete the analysis necessary to 
list all the patents being used.” 

Nevertheless Xerox asserts that in fact the available 
documents do not list all of the patents used on machines 
that bore the legend promising to furnish such informa- 
tion. No claim is made that such documents formerly 
existed but have since been destroyed. Nor has Xerox 
contended that it lacked the ability to furnish to consumers 
the list of patents it represented it would supply. It may 
well be that no single document contains a list of patents 
used in each machine. However, unless the Xerox repre- 
sentation to the public was misleading, Xerox must have 
some material in its files from which the requested lists 
van be assembled. 

Xerox’s own internal documents submitted to the Court 
and ordered produced under Pre-Trial Ruling No. 17 re- 
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veal that this is not the first time Xerox has sought to place 
obstacles in the way of those who simply ask it to honor 
the public representation it has made. In January, 1967, 
a request was made for patents used in three machines. 
Xerox responded with a list of all patents owned by Xerox 
Corporation. Undaunted by the overkill, the inquiry was 
renewed, with the request limited to patents used in @ 
single machine. That letter went unanswered. A renewed 
request in April evoked a reply in May, which stated: “We 
did send to you a list of certain of our patents, and I am 
afraid I cannot tell what additional specific information 
you need.” In June the persevering requester reminded 
Xerox that his inquiry concerned only the patents cover- 
ing the Model 914, charitably suggesting that the complete 
list of all patents had been sent inadvertently. That letter 
was circulated internally for guidance with the notation 
“We do have a list of 914 patents which we don’t ordi- 
narily send out.” (Emphasis in original). Ultimately wiser 
heads prevailed, and the January request was complied 
with on August 1. Two years later a request for patents 
relating to another machine evol:ed a different tactic. 
Though an internal document had identified 14 unexpired 
patents that “probably” related to the machine, the re- 
quester was sent six patents with this explanation: “We 
are enclosing some typical patents which outline our 
processes... +” 

The Court does not expect that Xerox patent personnel 
will now begin an analysis of every patent and make dis- 
crete judgments as to whether or not they read on every 
machine. Much of the required listing is already reflected 
in the documents already ordered to be produced. As to 
many patents, it must be readily ascertainable that the: 
do not apply to any machines. If bona fide doubt exists 
whether some patents are used in a particular machine, 
the interrogatory response can forego definitive answers 
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in favor of an indication of probable coverage Abuse of 
this limited leeway will encounter sanctions. 


Except to the extent modified in the prior paragraph, 
the motion to reconsider Pre-Trial Ruling No. 17 is denied. 
Documents ordered to be produced by that Ruling shall be 
given to SCM by March 15. Interrogatory responses, and 
in camera submissions required by that Ruling shall be 
filed by March 31 


Dated at New Haven, Connecticut, this 9 day of March, 
1976. 
Jow O. New 
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UNITED STATES DISTRICT COURT 
Disraicr or Connecricut 


Crvm. No. 15,807 


sents nraneieeninlyncitrnnmnsranancannrtts 


SCM Corporation 


Xerox Corporation 


soveitenenrennninancnomanseliemeciainnai 


Xerox has sought an amendment to Pre-Trial Rulings 
Nos. 17 and 19 to include the determinations necessary to 
provide for interlocutory appeal pursuant to 28 U.S.C. 


§ 1292(b) of two rulings contained therein. The first re 
quires Xerox to produce documents containing the opinions 
of attorneys in its patent department as to the scope of 
various patents. The second requires Xerox officials to 
answer deposition questions concerning negotiations be- 
tween Xerox and the Rank Organisation. 

Interlocutory appeals of discovery rulings have been 
rejected by the Second and other Circuits, even when cer- 
tification was made under §1292(b). See Atlantic City 
Electrical Co. v. General Electric Co., 337 F.2d 844 (2d Cir. 
1964): United States v. Woodbury, 263 F.2d 784 (9th Cir. 
1959). See also McSparran v. Bethlehem-Cuba Iron Mines 
Co., 26 F.R.D. 619 (E.D. Pa. 1960) (certification denied). 
Review has been granted where the availability of deposi- 
tion testimony was thought pertinent to a motion to dis- 
miss, Garner v. Wolfinbarger, 430 F.2d 1093 (5th Cir. 
1970), and where a district judge announced, without prece- 
dent, the doctrine that the attorney-client privilege is un- 
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available to corporations. Radiant Burners, Inc. v. Ame) 
ican Gas Association, 320 F.2d 314 (7th Cir. 1963). 

I do not believe the two rulings challenged by Xerox are 
appropriate for certification for interlocutory review. 
Neither ruling concerns a matter such that ‘‘an immediate 
appeal from the order may materially advance the ultimate 
termination of the litigation’ as required by § 1292(b) 
Reversal of either ruling would not eliminate a party, end 
litigation of a particular claim, nor otherwise spare the 
litigants any significant aspect of the trial. Despite 
Xerox’s attempt to fragment the first ruling into four 
issues,’ it poses the single question of whether an attor 
ney’s opinion is privileged when it demonstrably does not 
reveal confidential communications from the client. While 
Pre-Trial Rulings Nos. 17 and 19 note some authority for 
the view that all attorney advice is privileged regardless 
of whether it reveals client confidences, such views have 
not been adopted in the Second Circuit, which appears to 
adhere to the narrower formulation of Judge Wyzanski’s 
in United States v. Unitea “hoe Mach. Corp., 89 F. Supp 
357 (D. Mass. 1950), see Colton v. United “tates, 306 F.2d 
633 (2d Cir. 1962). Differing views outs:de the circuit 
have been thought not to satisfy the test of § 1292(b) 
Berger v. United States, 170 F. Supp. 795 (S.D.N.Y. 1959). 

The second challenged ruling involves no controlling 

law, but solely a question of whether adequate 
have been presented to satisfy a legal standard 


not disputed by the parties. Legal advice, if privileged, 


does not lose protection trom disclosure when commu- 


nieated to those with a sufficient common interest in 


‘ Xerox misapprehends Pre-Trial Ruling No. 19 concerning at- 
torney’s advice not communicated to the elient. So long as dis 
closure of that advice would reveal confidential communications 
from client, it is privileged, even if contained in a memo to the file 
See Pre-Trial Ruling No, 19 at 7-8 
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the advice. Xerox has failed to demonstrate that this 
standard was met in the context of the Xerox-Rank 
negotiations. When the issue was first submitted for 
decision, no facts other than the existence of the joint 
venture supported this claim. After Pre-Trial Ruling 
No. 17, Xerox submitted an affidavit of Rank counsel, 
which was found in Pre-Trial Ruling No. 19 to be an in- 
sufficient basis for concluding that Rank was jointly iter 
ested in whatever legal advice Xerox communicated dur 
ing the negotiation: ‘o alter the Xerox-Rank joimt ven- 
ture. Now Xerox wes that an adequate showing was 
“implicit” in a paragraph of the attorney's affidavit. 
Xerox also discounts the significance of MeColough’s state- 
ment that “legal considerations affecting Xerox” were dis- 
cussed by pointing out that no one asked MeColough at his 
deposition whether Rank was affected. It is not for this 
Court to divine what is implicit in an attorney's affidavit, 
nor to assume what a deponent would say if asked a par 
ticular question. Xerox has had ample opportunity to sub 
mit affidavits of the Rank attorney, MeColough, or anyone 
else to demonstrate explicitly that the joint interest test 
was met in the context of the Xerox-Rank negotiations. 
There has simply been a failure of proof. 

This litigation is in its third year, and a time-table for 
trial preparation and trial will shortly be issued. Inter 
locutory review at this time would cause a substantial 
delay which I do not believe is warranted. There is, how 
ever, one claim that might justify interlocutory review. 


This concerns the deletion of a concluding paragraph from 
the Court of Appeals’ opinion in United States v. Silver- 
man, 430 F.2d 106 (2d Cir. 1970), discussed in Pre-Trial 
Ruling No. 19. While I do not believe § 1292(b) certifica- 


tion is warranted on my reading of Sdverman and the 
deletion, it is of course up to the Court of Appeals to say 
with finality whether that deletion has greater significance 
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than I have given it. Xerox is certainly entitled to a 
brief stay to afford it an opportunity to petition the Court 
of Appeals for a writ of mandamus, though § 1292(b) cer- 
tification is denied. See Harper & Row Publishers, Inc. 
v. Decker, 423 F.2d 487 (7th Cir. 1970). 

Accordingly, the motion to amend Pre-Trial Rulings Nos. 
17 and 19 to include certification pursuant to 28 U.S.C. 
§ 1292(b) is denied, those Rulings, insofar as they concern 
the matters challenged by Xerox in its application for 
amendment, are stayed until March 26 to permit Xerox to 
seek a petition for writ of mandamus and a further stay 
from the Court of Appeals, and, in the event mandamus is 
denied, the deadlines in Pre-Trial Ruling No. 19, concern- 
ing the matters here challenged, are extended by the inter- 
val from the date of that Rulivg until decision by the 
Court of Appeals on a petition for writ of mandamus. 


Dated at New Haven, Connecticut, this 22nd day of 
March, 1976. 
Jox O. NewMan 
United States District Judge 
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UNITED STATES DISTRICT COURT 
District or CoNNECTICUT 


Crviu No. 15,807 


Pk 
SCM Corporation 
v. 
XeEROx CORPORATION 
ge 


In order to resolve claims to attorney-client privilege 
raised during depositions of certain Xerox executives, the 
Court directed those executives to submit affidavits to the 
Court for its in camera inspection. Pre-Trial Ruling No. 
17 at 5, 14,17. Having examined the affidavits of C. Peter 
McCoiough, Sol M. Linowitz, and John H. Dessauer, the 
Court sustains the claims of MeColough and Linowitz, but 
rules that Dessauer should answer SCM’s question whether 
he ever recommended that Xerox act to prevent another 
company from becoming a competitor. 

Linowitz’s affidavit concerns conversations he had with 
Battelle executives. Linowitz Deposition, Tr. 241 (Oct. 10, 
1975). It sufficiently demonstrates the mutual interests of 
Xerox and Battelle in the topics of discussion so that the 
conversations may remain privileged as confidential com- 
munications concerning legal aspects of matters of joint 
concern in the affairs of the closely cooperating enterprises. 

McColough’s affidavit outlines the considerations per- 
taining to licensing decisions about which SCM endeavored 
to question him, MeColough Deposition, Tr. 1494, 1496-97, 
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1504-05 (Dee. 19, 1974), 1663 (Dec. 20, 1974), 1783 (Mar. 3, 
1975), 1819, 1827 (Mar. 4, 1975), and the reasons behind 
the decision not to sue Van Dyk for patent infringement, 
id. 241 (June 18, 1974). The considerations turn upon legal 
advice entitled to the privilege, and his answers may remain 
protected. 

Dessauer’s affidavit does not reveal an adequate founda- 
tion upon which to sustain the claim of privilege. He was 
asked whether he ever stated that Xerox should do or not 
do something in order to prevent other companies from 
becoming competitors. Dessauer Deposition, Tr. 72-74 
(Dee. 5, 1974). His affidavit explains that when he was 
asked by Xerox’s chief executive whether Xerox should 
grant licensing requests, he replied that it was his opinion 
that Xerox should not. That expression of opinion was not 
the relaying of legal advice, but the business recommenda- 
tion of the Executive Vice-President in charge of research, 


engineering, and product development. Indeed, by letter 
dated March 5, 1976, counsel for Xerox, Attorney Sobel, 
disclaims the privilege as to the substance of Mr. Dessauer’s 
response to the deposition question. 


Dated at New Haven, Connecticut, this 27 day of March, 
1976. 
Jon O. Newman 
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Judge Newman’s Letter of March 29, 1976. 


March 29, 1976 


Gerald Sobel, Esq. 

Kaye, Scholer, Fierman, Hays & Handler 
425 Park Avenue 

New York, New York 10022 


Re: SCM Corporation v. Xerox Corporation—Civil No. 
15,807 


Dear Mr. Sobel: 


This will acknowledge your letter of March 19 requesting 
‘‘gnidance’’ as to the position you have taken with SCM 
concerning compliance with Pre-Trial Ruling No. 20. That 
Ruling dealt with certain claims and objections presented 
to the Court by the parties. 


The matters you assert in your letter and in the enclosed 
correspondence were not presented as a ground for objec- 
tion. Counsel for both sides have shown no reticence about 
making me aware of their objections to discovery orders 
sought by the opposing party. 


Pre-Trial Ruling No. 20 having been entered after con- 
sideration of the parties’ claims, it is to be complied with 
according to its terms (unless stayed or modified by a 
reviewing court). Whether disclosure pursuant to this 
order will make any material admissible at trial is a mat- 
ter to be decided at trial. 


Sincerely, 
Jon O. NewMan 


United States District Judge 
ec: Stephen R. Kaye, Esq. 
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UNITED STATES COURT OF APPEALS 
FOR THE SECOND CIRCUIT 


Docket No. 76-7131 
— 


Xerox CORPORATION, 
Defendant-Appellant 
against 


SCM Corporation, 
Plaintiff-Appellee. 


Plaintiff-Appellee SCM Corporation hereby moves for 
an order dismissing the appeal sought to be lodged under 
28 U.S.C. §1291 by Defendant-Appellant Xercx Corpo- 
ration. 

Such appeal is sought from portions of Pre-Trial Ruling 
No. 17, entered by the Hon. Jon O. Newman in the court 
below (D. Conn.) on February 4, 1976. Those portions of 
that Ruling directed that six deposition questions be an- 
swered and documents responsive to one document request 
be produced, and rejected the claims of attorney-client and 
work product privileges asserted by Xerox with respect to 
those matters. 

Xerox also seeks to appeal from portions of Pre-Trial 
Ruling No. 19 entered in the court below on March 9, 1976, 
which denied Xerox’s motion for rehearing of the matters 
decided in Pre-Trial Ruling No. 17 concerning the six 
deposition questions and the document request. 

Xerox’s Notice of Appeal was served and filed on March 
25, 1976. 
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The appeal should be dismissed for each of the following 
reasons: 


1. Pre-Trial Rulings Nos. 17 and 19 are not “final deci- 
sions” within the meaning of 28 U.S.C. $1291. Shattuck 
(IBM) v. Hoegl (Xerox), Docket No. 74-1767, No. 222, p. 
4839 (2d Cir. July 16, 1975); International Business Ma- 
chines Corp. v. United States, 480 F.2d 293, 297-299 (2d 
Cir. 1973) (en banc), cert. denied 416 US. 979 (1974); 
American Express Warehousing Ltd. v. Transamerica In- 
surance Co., 380 F.2d 277, 280-284 (2d Cir. 1967); In Re 
Hughes Tool Co., No. 27993 (2d Cir. Jan. 23, 1963) (sum- 
marily dismissing appeal from a district court order re- 
quiring production over a claim of attorney-client privi- 
lege). 


2. The portions of Pre-Trial Ruling No. 19 from which 
Xerox seeks to appeal, are not reviewable on appeal be- 
cause they constitute orders which merely denied rehear- 
ing of portions of Pre-Trial Ruling No. 17. Jn Re Brendan 
Reilly Assoc., 374 F.2d 235, 238 (2d Cir. 1967) ; Hawkins € 
Lindsley, 327 F.2d 356, 357 (2d Cir. 1964); and other au- 
thorities cited in those decisions. 


3. Even if a right to appeal from Pre-Trial Ruling No. 
17 did exist under 28 U.S.C. § 1291, such appeal is untimely 
and barred under Rule 4(a) of the F.R.A.P. for the follow- 
ing reasons: 


(a) The Notice of Appeal of March 25, 1976 was un- 
timely filed, since more than 30 days had elapsed after the 
entry of Pre-Trial Ruling No. 17 on February 4, 1976. No 
extension was scught or obtained by Xerox in the court 
below under the provisions of the last paragraph of Rule 
4(a) of the F.R.A.P. concerning “excusable neglect.’’ 
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(b) Xerox’s motion for rehearing of Pre-Trial Ruling 
No. 17 filed on February 23, 1976 was not and did not 
purport to be a motion under Rule 50(b), 52(b) or 59 of 
the F.R.C.F., and therefore, the running of the time for 
filing a notice of appeal from Pre-Trial Ruling No. 17 
was not terminated under Rule 4(a) of the F.R.A.P. 


(ce) Even if Xerox’s motion for rehearing of February 
23 were considered as a motion under Rule 50(b), Rule 
52(b) or Rule 59 of the F.R.C.P., Xerox cannot avail itself 
of the relevant provisions of Rule 4(a) of the F.R.A.P. 
This is because the running of the time for filing a notice 
of appeal is terminated only “upon a timely motion” under 
Rule 50(b), 52(b) or 59 of the F.R.C.P.; each of those 
Rules requires that the motions involved be filed within 
ten days of the judgment or order involved; Rule 6(b) of 
the F.R.C.P. does not permit enlargement of that ten-day 
period; and Xerox’s motion of February 23, 1976 for 
rehearing was not filed within ten days after the entry of 
Pre-Trial Ruling No. 17 on February 4, 1976, but nineteen 
days later. 9 Moore, Federal Practice, § 204,12[2], pp. 
954-955 (1975). 

The facts concerning the prior relevant proceedings are 
set forth in the accompanying affidavit of Stephen Rackow 
Kaye dated March 26, 1976 and the exhibits referred to 
in and accompanying that affidavit. 


Dated: March 26, 1976. 


Respectfully submitted, 


ProsKaveErR Rost Goetz & MENDELSSOHN 
300 Park Avenue 
New York, New York 10022 
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Wwert, Wwerr, Starter & GotpMAN, 
P.C. 

100 Federal Street 

Boston, Massachusetts 02110 


Jacoss, Jacoss & Grupsera, P.C. 
2907 Orange Street 
New Haven, Connecticut 06503 


By Sreruen Rackow Kaye 


Attorneys for Plaintiff-Appellee 
SCM Corporation 


Kayr, ScHouer, FrerMan, 
Hays & HanpLer 

425 Park Avenue 

New York, New York 10022 


Kenyon & Kenyon Reruiy Carr 
& CHAPIN 

59 Maiden Lane 

New York, New York 10038 


Joun R. Murpay, Esq. 
Xerox Corporation 
Stamford, Connecticut 06904 


Cummines & Lockwoop 
1 Atlantic Street 
Stamford, Connecticut 06904 


Attorneys for Defendant-Appellant 
Xerox Corporation 
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Affidavit of Stephen Rackow Kaye, in Support of 
Motion to Dismiss Appeal. 


UNITED STATES COURT OF APPEALS 


For tHe Seconp Cracvurt 
Docxet No. 76-7131 


ee 


Xerox CORPORATION, 
Defendant-Appellant, 


—against 


SCM Corporation, 
Plaintiff-Appellee. 


Strate or New York /, 
County or New York| 


Srepuen Racxow Kaye, being duly sworn, deposes and 
says: 


1. I am counsel for Plaintiff-Appellee SCM Corpora 
tion and am a member of the law firm of Proskauer Rose 
Goetz & Mendelsohn. This affidavit is submitted in support 
of SCM’s motion for an order dismissing the appeal sought 
to be lodged under 28 U.S.C. § 1291 by Defendant-A ppel- 
lant Xerox Corporation. It sets forth the prior relevant 
proceedings with reference to appropriate exhibits. 

2. On May 30, 1975 SCM servec, and on June 2, 1975 
SCM filed a Rule 37 motion to compel answers to 46 deposi- 
tion questions and to direct production of documents re 
sponsive to 6 document requests, as to which Xerox had 
asserted claims of attorney-client or work product priv 
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Affidavit of Stephen Rackow Kaye, in Support of Motion 
to Dismiss Appeal. 


ilege. With respect to these issues, the parties made com- 
prehensive factual submissions, including affidavits, depo- 
sition testimony, exhibits and other ducuments; and ex- 
tensive submissions of written legal argumentation. Oral 
argument was heard on June 30, 1975. 


3. SCM’s Rule 37 motion was decided by Pre-Trial 
Ruling No. 17, rendered on Fehguary 4, 1976.* On its face, 
it reflects Judge Newman’s Ereash consideration of the 
parties’ submissions and the depth of his lengthy delibera- 
tion. In this Ruling, a number of Xerox’s claims of 
privilege were overruled; a number were upheld; and deci- 
sions as to certain others were deferred pending the sub- 
mission of further affidavits which Judge Newman re- 
quested. 


4. On February 13 Xerox applied for, and on February 
17 Judge Newman granted a stay until February 23 of 
compliance by Xerox with Pre-Trial Ruling No. 17, to 
permit Xerox to file » motion for rehearing. On February 
20 it served, and on February 23 it filed, its motion for 
rehearing concerning three portions of Pre-Trial Ruling 
No. 17: the portion relating to the six deposition questions 
involved here; the portion relating to the document request 


involved here; and the portion relating to an interrogatory, 


which Xerox does not raise here. 


5. Xerox’s motion for rehearing was denied in Pre-Trial 
Ruling No. 19 filed on March 9, 1976.** 


* Pre Trial Ruling No. 17 is Exhibit A to the March 25, 1976 
atfidavit of Gerald Sobel, Esq., one of Xerox's counsel, submitted 
in support of Xerox's motion for a stay. [la-18a] 


** Pre-Trial Ruling No. 19 is Exhibit B to Mr. Sobel’s March 
25 alfidavit. [19a-32a]} 
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6. On March 12, Xerox presented to Judge Newman its 


written motion for certification of an interlocutory appeal 
under 28 U.S.C. §1292(b). At the same time it applied 
for and obtained a further stay until March 22 of its 
compliance with Pre-Trial Rulings Nos. 17 and 19, pending 
Judge Newman’s ruling on the motion for certification. 
Judge Newman’s order of March 12° also provided that on 
March 22 he would either deny the request for certification 
or schedule a hearing on the application; and that if the 
application were denied, an order would be entered extend- 
ing the stay until March 26 to afford Xerox an opportunity 
to pursue any available remedies before this Court. 


7. Xerox’s motion for certification of an interlocutory 
appeal under 28 U.S.C. § 1292(b) was denied in Pre-Trial 
Ruling No. 21 issued on March 22.°* That Ruling re 
affirmed the further stay until March 26 to afford Xerox 
an opportunity to petition this Court for a writ of man 
damus (p. 4). 


8. On March 25, Xerox served and filed its Notice of 
Appeal, a copy of which is annexed hereto as Exhibit 1 


9. On March 25, Xerox also served: (a) a motion for 
a further stay of its compliance with Pre-Trial Rulings 
Nos. 17 and 19 pending this Court’s consideration 4 d 
determination of the appeal and of Xerox’s petition for a 
writ of mandamus; (b) a motion seeking a variety of re 
lief in connection with its appeal and petition, set forth in 
eight numbered paragraphs; and (c) its mountainous set 
of supporting papers. 


*The order of March 12, 1976 is Exhibit C to Mr. Sobel ’s 
March 25 affidavit. 


** Pre-Trial Ruling No. 21 is Exhibit D to Mr. Sobel’s March 
25 affidavit. [33a-36a] 
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10. Xerox has not sought an order under the provisions 
of the last paragraph of Rule 4(a) of the F.R.A.P. con 
cerning ‘‘excusable neglect’’—and none has been granted 
by the court below—extending Xerox’s time to file a notice 
of appeal as a matter of right beyond the 30 days otherwise 
required by Rule 4(a) of the F.R.A.P. 


11. I respectfully submit that this Court should enter 
an order dismissing Xerox’s appeal on the grounds and 
authorities set forth with particularity in SCM’s motion 
to dismiss the appeal, and on the facts and exhibits referred 
to in this affidavit. 

Stephen Rackow Kaye 
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Xerox's Notice of Appeal of March 25, 1976, Exhibit 
1, Annexed to Affidavit of Stephen R. Kaye. 


FiLep 
Mar 25 12:03 PM ’76 
U. S. Distraicr Court 
Nev Haven, Corn. 


IN THE UNITED STATES DISTRICT COURT 
District or ConNeEctTicut 


* No. 15,807 


—+ 


CORPORATION, 
Plaintiff, 


against 


Xerox CORPORATION, 
Defendant. 
Notice or APPEA! 


+ 


Notice is hereby given that Xerox Corporation 
(“Xerox”), the defendant in the above-entitled action, 
hereby appeals to the United States Court of Appeals for 
the Seeond Cireuit from Pre-Trial Ruling No. 17, entered 
February 4, 1976, and Pre-Trial Ruling No. 19, entered 
on March 9, 1976 which reaffirmed the prior Order upon 
Xerox’ motion for rehearing, reconsideration and/or clari 
fication, insofar as such Pre-Trial Rulings reject Xerox’ 
claims of privilege and require that (1) Xerox produce 
to the plaintiff documents concerning patent coverage of 


49a 


Xerox's Notice of Appeal of March 25, 1976, Exhibit 1, 
Annered to Affidavit of Stephen R. Kaye. 

Xerox’ machines (Pre-Trial Ruling No. 17, pp. 7-11; Pre- 
Trial Ruling No. 19, pp. 1-10) and (2) certain witnesses 
answer deposition questions pertaining to discussions of 
legal matters pertaining to the relationship between Xerox 
and Rank Organization (Pre-Trial Ruling No, 17, pp. 1-4, 
15-16; Pre-Trial Ruling No. 19, pp. 10-12) and, in so 
doing, enunciate principles intended by the District Court 
as “guidance . . . to resolve any remaining disputes as to 
the availability of the attorney-client privilege” (Pre-Trial 
Ruling No. 17, p. 20). 


Dated: March 25, 1976. 
Respectfully submitted, 


Kave, Scnorier, Frraman, Hays & 
HANDLER 

425 Park Avenue 

New York, New York 10022 


Kenyon & Kenyon Reus: Cann & 
CHAPIN 

59 Maiden Lane 

New York, New York 10088 


Cuwminas & Locxwoop 
One Atlantic Street 
Stamford, Connecticut 06904 


Joun J. Munray, Esa. 
Xerox Corporation 
Stamford, Connecticut 06904 
By Geratp Soper 


Attorneys for Xerox Corporation 
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Kaye, ScHouer, Fierman, Hays & Hanpier 
425 Park Avenue New York, N. Y. 10022 


February 13, 1976 
Honorable Jon O. Newman 
United States District Judge 
United States District Court 
141 Chureh Street 
New Haven, Connecticut 06505 


Re: SCM v. Xerox Corp. 
Civ. No. 15,807 
Dear Judge Newman: 


I am writing this letter with respect to Pre-Trial Ruling 
No. 17. Two aspects of this Ruling raise serious questions 


in our minds. We are studying the ruling carefully and 
doing further research, haviug in mind the possibility that 
we may wish to move for rehearing or, perhaps, seek an 
interlocutory appeal. Our analysis in this regard is not 
complete. 


Counsel for SCM, Mr. Kaye, asked on February 11 for 
production of the documents which Pre-Trial Ruling No. 
17 ruled were not privileged (the Cole memorandum con- 
cerning IBM and certain others relating to patent cover- 
age of Xerox’ machines) and certain other documents 
which were aot involved in Pre-Trial Ruling No. 17 (re- 
lating to Rank Organization—Xerox discussions). In 
response, we today furnished to SCM the pertinent portion 
of the Cole memorandum and advised Mr. Kaye that we 
were considering a motion for rehearing with respect to 
the documents relating to patent coverage of Xerox’ ma- 
chines and the Rank Organization—Xerox discussions. 
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Counsel for SCM had urged that it wanted the docu- 
ments in question in light of its deposition of a former 
IBM employee next week and its deposition of Mr. Koby- 
ashi on February 24. Since we furnished the Cole docu- 
ment to Mr. Kaye, his needs concerning the IBM witness 
are taken care of. With respect to the documents relating 
to the Rank Organization—Xerox discussions, while they 
were not passed on in the Ruling, we advised Mr. Kaye 
that we would make the documents available to counsel for 
SCM in Japan prior to the examination of Mr. Kobyashi 
in the event we did not file a motion for rehearing on this 
subject. These documents are not directly relevant to 
Fuji-Xerox affairs and SCM’s plans for this deposition 
were made regardless of the outcome of its motion pertain- 
ing to privilege. 


We, therefore, respectfully request that the Court order 
a stay oi compliance with Pre-Trial Ruling No. 17 until 
February 23, 1976. 


Respectfully submitted, 
GeraLtp SoBEL 


GS :jb 
Enes. 


ec: Stephen Kaye, Esq. 
ee: John F. Spindler, Esq. 


P. S. Copies of the pertinent correspondence is enclosed. 


2/17/76. Xerox motion to stay pre-trial ruling to Feb. 
23, 1976, is granted. 


J.O.Newman U.S.D.J. 
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Concerning the Affidavit of Rank Counsel. 


ProsKaveR Rose Goetz & MENDELSOHN 


300 Park Avenue 
New York, N. Y. 10022 


March 25, 1976 


Hon. A. Daniel Fusaro 

Clerk 

United States Court of Appeals 
for the Second Circuit 

U.S. Court House 

Foley Square 

New York, New York 10007 


Xerox Corporation, Deft.-Appellant, 

v. SCM Corporation, Plt.-Appellee; 
Xerox Corporation, Petitioner, 

v. Hon. Jon O. Newman et ano., Resp. 


Dear Mr. Fusaro: 


As counsel for SCM Corporation I am writing to ex- 
press its objection to the filing by Xerox in this Court of 
the “Affidavit of Rank Counsel”, referred to in CateJory 
VI B of the Table of Contents of the “Appendix to Xerox’ 
Brief on Appeal and Petition for Writ of Mandamus”. 

A copy of that “Affidavit of Rank counsel” was not 
served today by Xerox on SCM, and has never previously 
been served on SCM. SCM has not seen and does not have 
knowledge of its contents. 
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Presumably, Xerox’ Certificate of Service does not 
identify a copy of this affidavit as having been served on 
SCM. In fact, Xerox recognizes that the affidavit should 
not be filed with this Court in the absence of its permis- 
sion, since in Paragraph (6) of its motion of this date for 
various types of relief it has applied for an order “per- 
mitting the filing in camera of .. . an affidavit reflecting 
communications as to which privilege was claimed”, which 
undoubtedly refers to this affidavit of Rank counsel. 

Xerox’ attempt ths morning to file this affidavit and 
Xerox’ motion for an order permitting it to file this affi- 
davit with this Court in camera should be rejected because 
of the absence of any provision of law permitting this par- 
ticular ex parte submission for this Court’s in camera in- 
spection. 

The prior events in the court below leading to and in- 
volving this affidavit are set forth below. 


1. On February 4, 1976 Pre-Trial Ruling No. 17 
was issued and included a decision overruling Xerox’ 
claims of attorney-client privilege with respect to 
four deposition questions involving oral communi- 
cations by officials of Xerox Corporation to officials 
of the Rank Organisation, Ltd., made during the 
course of negotiations between them which led to 
an agreement between them. The decision compelling 
answers to these deposition questions rested on the 
court’s below rejection of Xerox’ claims that the com- 
munications during such negotiations were subject to 
a claim by Xerox of attorney-client privilege. In 
reaching that decision, Judge Newman considered the 
very extensive factual and legal submissions pre- 
viously made by the parties concerning these matters. 


2. On February 23 Xerox filed a motion for re- 
hearing of Pre-Trial Ruling No. 17. In support of 
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that motion, insofar as it related to the deposition 
questions, it made an ex parte filing of the “Affidavit 
of Rank Counsel” for the court’s below in camera 
inspection. The court below had not directed Xerox 
to do this and neither before nor after the filing of 
the affidavit did Xerox request permission to do so; 
and the court below never granted any such per- 
mission. 


3. On March 1, 1976 SCM filed its papers in op- 
position to Xerox’ motion for rehearing. Among 
other things, it contended that Xerox’ extraordinary 
action in making the ex parte filing of the affidavit, 
without disclosure of its contents to SCM and with- 
out the Court’s permission or direction, was in dis- 
regard of DR 7-110(B) and Opinion No. 887° of the 
Committee on Professional and Judicial Ethies of 
the Association of the Bar of the City of New York 
(August 27, 1975)—and we should add, Rule 5(a) of 
the FRCP. All of these embody the fundamental 
principle in American adversary proceedings that, 
except as otherwise authorized by law, submissions 
to the court by one side should be disclosed to the 
other as a matter of essential fairness 


4. On March 9, 1976, Pre-Trial Ruling No. 19 was 
issued. With respect to this matter. Judee Newman 
‘tated (pp. 10-11), that ‘‘Without doubting that there 
is considerable force” to SCM’s objection, he pre- 
ferred ‘‘to rest decision on the unpersuasiveness of 
the affidavit itself”. 


* Published in the October 1975 issue of the Record of the Asso- 
ciation of the Bar of the City of New York, pp. 507-510. 
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5. In view of the imminence cf an attempt by 
Xerox to seek appellate review, I wrote to Xerox’ 
counsel on March 11, March 19 and March 24 re- 
questing that a copy of that affidavit be furnished 
to SCM. Those first two requests were refused, and 
the third request of March 24 has not been answered 
as of this time. We have founded these requests, not 
only on the authorities described above, but also be- 
cause of the position ot great unfairness in which 
SCM has been placed by Xerox’ refusal to disclose 
to SCM the contents of this affidavit. At the same 
time Xerox is presenting to this Court arguments 
based on that affidavit, SCM cannot tell what facts, 
if any, have been included in the affidavit; and more 
importantly, what facts, if any, are not included or 
which have been selectively omitted. Thus SCM has 


been precluded by Xerox’ ex parte action in attempt- 
ing to present any facts or argumentation to support 
the correctness of Judge Newman’s ruling concerning 
the unpersuasiveness of the affidavit. 


By reason of the foregoing, we request that this Court 
reject Xerox’ attempt to file with this Court the affidavit 
of Rank’s counsel and to deny its motion for permission to 
file it without it having been served on SCM. 


Respectfully submitted, 


SrepHen Rackow Kaye 


SRK :eg 
Encl. —4 copies of 
this letter 
By Hanp 
ec: Milton Handler, Esq. 
By Hanp 


